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A SPRITELY 


TWO-YEAR OLD 


The A-B Company was just a 2- 


year old when it first approached 
the Industrial Development Bank for 
a loan to expand its hosiery business. 
It was competing against a field 
which included well-established op- 
erators with impressive records but 
the owner was convinced that the 
company could successfully market 
a new non-branded product line de- 
spite the competition of the old-tim- 
ers. The small company had done 
well so far and the loan was sought 
to boost production through the pur- 
chase of additional modern machin- 
ery. 


In spite of a relatively short experi- 
ence in the hosiery field, the owner 
had proved himself to be a capable 
and energetic operator and, after 
studying his expansion plans, I.D.B. 
agreed to finance the new equip- 
ment. The increased rate of produc- 
tion was still not enough to keep up 
with the company’s booming sales and 
more machinery, also financed by an 
[.D.B. loan, was added within a short 
time. 


Progress continued and the com- 
pany sought a third loan for the con- 
struction of a building to house new 
processing facilities and other equip- 
ment needed to produce finer hosiery 
at competitive prices. Substantially 


and 


bigger than its predecessors, this new 
expansion was also digested success- 
fully and the company was on its way 
to even bigger things. 


The A-B Company is now generally 
recognized to have a leading position 
in the hosiery industry. The develop- 
ment and growth of the company, 
aided by term financial assistance ex- 
tended by Industrial Development 
Bank, has benefited Canadian Indus- 
try and the consuming public, as well 
as providing employment for many 
Canadians. 


Competent, alert management; 
modern, efficient equipment to pro- 
duce quality goods at competitive 
prices; backed by sound and timely 
financing, have been the keys to the 
A-B Company’s success. 


The Industrial Development Bank 
was established in 1944 as a Subsidi- 
ary of the Bank of Canada to provide 
financial assistance to industrial enter- 
prises unable to obtain their term 
financing needs through normal chan- 
nels. 


If you have a modernization prob- 
lem that requires term financing we 
suggest you write or visit the nearest 
I.D.B. office for information and an 
explanatory booklet, or consult your 
auditor, lawyer or banker. 


INDUSTRIAL DEVELOPMENT BANK 


Regional Offices: Vancouver, Edmonton, Calgary, Regina, Winnipeg, Sudbury, London, 
Toronto, Ottawa, Montreal, Quebec City, Saint John, Halifax. 


*1I.D.B. can consider proposals for financial assistance in these activities: 

manufacturing, processing, assembling, installing, overhauling, reconditioning, altering, 
repairing, cleaning, packaging, transporting or warehousing of goods; logging, operating 
a mine or quarry, drilling, construction, engineering, technical surveys or scientific 
research, generating or distributing electricity or operating a commercial air service, 
or the transportation of persons, or supplying premises, machinery or equipment 


under lease to any business mentioned above. 











A GOOD MAN TO KNOW 


Your Independent Insurance Agent is a good man to call when it’s a matter of 
ACCOUNTANTS’ LIABILITY INSURANCE. 


He offers alert, on the spot, expert service that can save you trouble and time. 


Ask your independent insurance agent or our nearest branch office about 
our COMPREHENSIVE INSURANCE SERVICE. 


including al] types of LIABILITY 
FIRE 
SURETY and MULTI-PERIL Risks 


Consult him for a professional analysis of your or your clients’ insurance 
problems and needs. 


Half a Century of fair dealing 


The Canadian Surety Company 


M. B. STRONG, President and General Manager 


Head Office: Toronto, Ontario 


Branch Offices: 
Halifax, Montreal, Ottawa, Winnipeg, Edmonton, Calgary, Vancouver. 


FIRE — CASUALTY — SURETY -— INLAND 
TRANSPORTATION 
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-€ wise—choose an 
Executor who specializes 
in managing investments. 


National 


Toronto Montreal T t 
Hamilton Winnipeg Calgary jah 


Edmonton Vancouver Victoria 
ESTABLISHED 1898 


NM-2 


Bonds and Shares 


-..to Buy?... to Sell? 


When you are considering the investment of 
savings, or are wondering about the wisdom 
of buying or selling a specific security, write 
or telephone our nearest office. 


You will be provided with investment facilities 
in both bonds and shares and our Research 
Department will assist by providing information 
on individual securities. 


Inquiries are invited. 


Wood, Gundy & Company 
en Aited 
Toronto Montreal Winnipeg Vancouver Halifax 
Quebec London Hamilton Ottawa Kitchener 
Regina Edmonton Calgary Victoria 
London, Eng. New York 
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J. C. HEWSON (page 319) 

What are the advantages and dis- 
advantages of committee management 
for the modern business corporation? 
How does committee management 
function, and what is the role of the 
chairman to ensure that it works 
smoothly and successfully? The Ed- 
itor asked J. Cecil Hewson to express 
his opinions on this subject, and the 
result is a realistic approach to “Com- 
mittees—Their Role in Management”. 


The author received his Ph.D. at 
the University of California in 1942, 
and after World War II, during which 
he served for a period in the Royal 
Canadian Naval Volunteer Reserve, 
he joined Stevenson & Kellogg Lim- 
ited and is now executive consultant 
in the firm’s Vancouver office. He is a 
member of the American Manage- 
ment Association and the Canadian 
and American Psychological Associa- 
tions. In 1951 he received a diploma 
of the American Board of Examiners 
in Professional Psychology. 


R. M. SKINNER, C.A. (page 327) 

There has been no shortage of com- 
mentary on the various methods of 
recording the disposal of investments, 
and in “Accounting for Profits and 
Losses on Investments” Ross M. Skin- 
ner discusses two new conventions 
which he calls “exchange accounting” 
and “par value” accounting. The 
author suggests that, under appropri- 
ate circumstances, these provide more 
meaningful information for invest- 
ment policy than the more traditional 
methods. In giving his reasons for 
writing the article Mr. Skinner told 
the Editor that he had recently en- 
countered five cases where institutions 
had proposed changes in their invest- 
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ment accounting along the lines he 
had indicated. 

Mr. Skinner is a partner in the To- 
ronto office of Clarkson, Gordon & 
Co., and was admitted to membership 
in the Institute of Chartered Account- 
ants of Ontario in 1949. For the past 
two years he has been a member of 
the Accounting and Auditing Re- 
search Committee of the Canadian 
Institute of Chartered Accountants. 


D. C. R. HORNE, C.A. (page 334) 


In “Audit Staff Organization” Derek 
C. R. Horne discusses two methods 
of providing personnel to do the work 
required of an audit staff. The organ- 
ization of a practising accountant’s 
office has to be carefully planned, and 
before choosing either the “pool” 
method or the “group” method, the 
practitioner should consider the major 
objectives essential to giving good 
service to his clients. 

Mr. Horne is national personnel 
manager of Touche, Ross, Bailey 
and Smart and editor of the Students 
Department in this journal. He is a 
member of the Institutes of Chartered 
Accountants of British Columbia and 
Quebec and a Fellow of the Chartered 
Institute of Secretaries. For a brief 
period he practised public accounting 
on his own account and before joining 
his present firm was secretary-treas- 
urer and director of education of the 
Institute of Chartered Accountants of 
British Columbia. 


C. H. T. HULME, C.A. (page 339) 


Public education has become big 
business. As school facilities grow 
and the need for adequate funds in- 
creases in order to provide our chil- 
dren with the type of education which 
modern standards demand, the school 
executive must rely on proven busi- 
ness accounting techniques. In “Pub- 
lic School Accounting” Claude H. T. 


Continued on page 302 
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“Our National system cut bookkeeping costs 
at least $1 7,000 a year” writes Mr. N. H. MacDonald, 


Secretary-Treasurer of Sunrise Industries Ltd., 1574 Queensway W., Toronto. 


“This almost unbelievable reduction in clerical costs is just one of 
the many advantages we appreciate about our National system. 
Before installing a National Adding Machine with a Data 
Processing attachment, we investigated other systems but found 
that only National was a no-risk investment. Starting with financial 
statements this system worked back and took over every detail of 
our previous bookkeeping methods. 


“Not only does our National handle 40,000 accounts for ur 16 
companies but it provides monthly statements and total sales 
figures for each company. All figures are entered on a punch 
coded tape which is then sent to Automated Data Processing in 
Toronto and immediately transferred to Punched cards. Thus, a 
general ledger or profit and loss statement is available at any time. 


“In the past, when our bookkeeping was done by hand, accounts 
were always three months behind. But, thanks to National, we are 
assured of the utmost in bookkeeping efficiency.” 


Include a National in your bookkeeping plans for its many time and money- 
saving advantages. For complete information, call your nearest National repre- 
sentative. He’s listed in the Yellow Pages under Adding Machines: National, 


CASH REGISTERS ADDING MACHINES 
ACCOUNTING MACHINES 





THE NATIONAL CASH REGISTER COMPANY OF CANADA LIMITED, Head Office: Toronto, Sales Offices in Principal Cities 322 
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Noain. 


Dividend Increase 
to Policyholders: 


For the twelfth consecutive 
year, Sun Life of Canada 
announces new dividend 
scales which will result in an 
increase in the total amount 
to be paid in dividends to its 
participating policyholders. 
In 1961, over $41 million will 
be paid out in the form of 
dividends, an increase of 
nearly $3 million over the 
corresponding amount 


in 1960. 


Highlights of the Year. 


e New life insurance sold during 


1960: $1,034,745,577. 


®@ Life insurance in force at 
December 31st, 1960: 
$9,572,801,199. 


@ Payments to Sun Life 
policyholders and 
beneficiaries during 1960: 
$185,195,670. 


SUN LIFE ASSURANCE 
COMPANY OF CANADA 


One of the Great 
Life Insurance Companies 
of the World 





Head Office: Montreal fi! 









Continued from page 300 

Hulme discusses the methods used to 
finance the public schools and the 
accounting procedures necessary to 
maintain control over expenditures. 
Literature bearing on this subject is 
limited so that anyone who is looking 
for reference material will find much 
that is helpful in Mr. Hulme’s article. 


The author is a partner in the Mont- 
real office of McDonald, Currie & Co., 
with whom he has been associated 
since 1929. He is a member of the 
Board of Governors, Royal Edward 
Laurentian Hospital. 


EDITORIAL (page 317) 

Specialization in all walks of life is 
one of the most significant develop- 
ments of this century, and in this 
month’s editorial “Specialization in 
Accounting”, William R. Kay dis- 
cusses the new and increasing de- 
mands upon the professional account- 
ant to meet the needs of his clients. 
He points out that specialization is 
not the exclusive prerogative of large 
firms and discusses how the profession 
as a whole should maintain a broad 
and well-balanced understanding of 
developments both in accounting and 
in the business world. 

Mr. Kay is a managing partner of 
Winspear, Stevenson, Higgins and 
Doane and has been a member of the 
Institute of Chartered Accountants of 
Ontario since 1928. He is a governor 
of the Canadian Tax Foundation and 
an international associate of the Amer- 
ican Institute of Certified Public 
Accountants. 


Correction 


In the March 1961 issue a note appeared 
with the article “The Cooperative Plan for 
Accounting Education” by T. H. Williams 
and C. H. Griffin indicating that the article 
had been reproduced from the College of 
Business Administration Bulletin of the Uni- 
versity of Cincinnati. This note should have 
referred only to the exhibit on page 249, 
not to the article itself. 
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DOMINION CORSET 





Maurice Nadeau, Assistant Secretary-Treasurer and Assistant Controller, Dominion Corset Company Ltd. 


THE SETTING: Dominion Corset 
Company supplies more than 4000 
retailers with 2500 items, shipping 
4 million garments a year out of 
their Quebec City factory. Pre-bill- 
ing demands machine accuracy. A 
previous manual system called for 
invoice re-typing through errors or 
back-order conditions. Slow inven- 
tory-taking hampered production 
control. 


THE SYSTEM: The new 5-part Moore 
Speediflex is used with RAMAC® 
and other IBM equipment to auto- 
mate the invoice-pre-billing-ship- 
ping operation. Constant customer 
information is fed into card§ with 
new keypunched order data, from 
which Ramac automatically makes 
specification checks. Invoices are 
the output, with punched cards for 
back-ordering, accounts receivable 
and sales studies. 


Distribution of copies activates 
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Build control with 


MOORE BUSINESS FORMS 
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We pre-bill 4000 customers on Speediflex 


picking, packing and shipping of 
the order, pricing information 
showing on a packed invoice copy. 
Customers now receive open-item 
statements, Ramac-checked. Back 
orders are held pending notifica- 
tion of stock arrival. Accounts re- 
ceivable is balanced daily in ten 
minutes. Inventory checks can be 
run off daily with the gain of a 
complete production cycle. 


Moore Speediflex has promoted 
uninterrupted runs and other op- 
erating benefits ... accuracy, elim- 
inated typings, extra copies on 
whiteprint master, etc. This is the 
Company’s control in print. 


THE COUNSELORS: “It was helpful 
to have the Moore man’s experi- 
ence and knowledge in perfecting 
this system,” says Assistant Secre- 
tary Nadeau. If you want help in 
building system control, write or 
phone the nearest Moore office. 


MOORE BUSINESS FORMS LTD. - 856 St. James 
St. West, Montreal - 7 Goddard Ave., Toronto 
15 + 711 Erin St., Winnipeg - 296-12th Ave. 
East, Vancouver - Over 300 offices and facto- 
ries throughout Canada, U. S., Mexico, Cuba, 
Caribbean and Central America. 


Division of Moore Corporation, Limited 








NOTES AND COMMENTS 


International Theme for Conference 


Arrangements for the 1961 CICA 
annual conference to be held at the 
Royal York Hotel, Toronto, from Sep- 
tember 24 to 27 are beginning to take 
shape. A number of financial and in- 
dustrial leaders from other countries 
have been invited to present papers, 
and the main sessions will be devoted 
to the international aspects of trade 
and finance and the role of the ac- 
countant. 


Director of Continuing Education 
Peter F. Oliphant, 
B.A., C.A,. a grad- 
uate of the Uni- 
versity of Toronto 
in Philosophy and 
English, has been 
appointed director 
of continuing edu- 
cation of the In- 
stitute effective May 1. Mr. Oliphant’s 
background includes editorial and 
sales experience with two Toronto 
publishing houses and indicates his 
strong interest in education which is 
confirmed by the fact that, amongst 
other things, he has lectured for the 
Extension Department of the Univer- 
sity of Toronto and the Osgoode Hall 
Bar Admission Course. With some 
years of business experience behind 
him, he entered the accounting pro- 
fession in the Vancouver office of 
Clarkson, Gordon & Co.; in 1960 he 
was made a manager in the firm’s 
Toronto office. He has been a mem- 
ber of the Ontario Institute of Chart- 
ered Accountants since 1958. 


Mr. Oliphant’s knowledge of the 
French language should materially 
assist him in developing the profes- 
sion’s national program of continuing 
education. 


Public Relations 


The decision to appoint a CICA 
public relations officer, accepted in 
principle by the Executive of the 
Canadian Institute at its winter meet- 
ing, has been deferred until the spring 
meeting of Council at the end of May 
because of the lack of unanimity 
among the provincial Institutes whose 
views were sought by the Executive 
Committee. 


Portable Pensions 

A 23-page report on portable pen- 
sions, prepared by a six-man special 
committee, was tabled in the Ontario 
Legislature last month. The commit- 
tee, under the joint chairmanship of 
Deputy Economics Minister George 
E. Gathercole and Professor D. C. 
MacGregor of the University of Tor- 
onto, has reviewed the provisions of 
existing pension plans in relation to 
standards of vesting, cash withdrawal 
of employee contributions, compul- 
sory membership, eligibility and ma- 
chinery for transferring pension bene- 
fits. 


CICA Comments on Bill C-70 

Before the second reading of bill 
C-70 (providing for the furnishing of 
financial and other statistics relating 
to the affairs of corporations and la- 
bour unions carrying on activities 
within Canada) the Institute’s execu- 
tive secretary sent a letter to the 
Minister of Justice setting out some of 
the technical difficulties that seemed 
to be contained in the bill. 

Among other things he suggested 
that the bill should include provision 
for group or consolidated financial 
statements where these would be 
more informative. 

In his letter Mr. Thomas also fore- 
saw difficulty in determining when 

Continued on page 306 
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ot ae a REPEAT PERFORMANCE 


Time, error and operator boredom are 
eliminated with the assured accuracy 
of Friden’s ‘Tape-Talk’ Systems. The 
Friden Flexowriter punches your vital 
information on tape as a by-product of 
all data typed. This provides accurate 
automatic handling of 


records for 


almost every communicative routine, 
plus figures necessary for inventory 
checks, sales breakdowns etc. Consult 
your local Friden representative for a 
demonstration. Joseph McDowell Sales 
Limited, 36 Mobile Drive, Toronto 16, 
Ontario, PLymouth 9-4121 








Continued from page 304 

an individual is a “resident of Can- 
ada”. If the sole criterion is to be the 
individual's address on a corporation’s 
records, it would be possible for for- 
eigners to establish a Canadian mail- 
ing address and supply this to the 
corporations of which they are share- 
holders. It may also be difficult, he 
noted, to determine just who are the 
real shareholders of a corporation, es- 
pecially in the case of “street” certi- 
ficates and of trustees or other benefi- 
cial owners. He suggested that the 
application of the bill begin with a 
reporting period ending in 1961, ra- 
ther than in 1960, so that the legisla- 
tion would not have an undesirable 
retroactive effect. Copies of the let- 
ter are available on request. 


Recommendations on Tax Acts 


A joint submission on amendments 
to the Income Tax Act and the Estate 
Tax Act was presented to the Minis- 
ters of Finance and National Revenue 
by the Taxation Section of the Cana- 
dian Bar Association and the Taxation 
Committee of the Canadian Institute 
on February 28. Full text of the brief, 
together with an explanatory letter by 
the co-chairmen of both committees, 
appears on pages 350 to 375. 


Tax Foundation Appointment 


The appointment of Ronald Rob- 
ertson as director and Jacques Bar- 
beau as research director of the Can- 
adian Tax Foundation was announced 
recently by the chairman of the Foun- 
dation. The appointments followed 
the resignation of Harvey Perry who 
on March 1 became executive director 
of the Canadian Bankers Association. 
Mr. Robertson, a graduate of the Uni- 
versity of Western Ontario and Os- 
goode Hall Law School, was execu- 
tive assistant to Mr. Perry from June 
1958. Mr. Barbeau, a graduate of 
McGill and the University of British 
Columbia and the Harvard Law 
School, is at present an officer in the 





Taxation Division of the Department 
of Finance, Ottawa. He will assume 
his new duties on May 1. 


In Parliament (Feb. 27, 1961) 


ANNOUNCEMENT OF ESTATE Tax Con- 
VENTION BETWEEN U.S. AND CANADA 


Hon. Donald M. Fleming (Minister 
of Finance): Mr. Speaker, hon. mem- 
bers will no doubt be interested to 
know that a convention has been con- 
cluded between Canada and the Unit- 
ed States for the avoidance of double 
taxation and the prevention of fiscal 
evasion with respect to taxes on es- 
tates. Arrangements have been made 
to have the convention signed in 
Washington today by the Canadian 
ambassador and the United States 
secretary of state. 

This convention is additional to the 
existing convention between Canada 
and the United States signed June 8, 
1944, which continues to apply to the 
estates of persons who died before 
January 1, 1959. The new convention 
applies to the estates of persons dying 
on or after that date, which is the date 
on which the Canadian Estate Tax 
Act superseded the Dominion Succes- 
sion Duty Act. The convention follows 
the general pattern of the 1944 con- 
vention between Canada and the 
United States and the conventions be- 
tween Canada and the United King- 
dom, France, Ireland and South Af- 
rica. 

The taxes included in the scope of 
the new convention are the Canadian 
estate tax, the United States estate 
tax and any other taxes of a substan- 
tially similar character subsequently 
imposed by the federal governments 
of either country. 

The main purpose of the conven- 
tion is to avoid double taxation which 
might otherwise result, particularly 
when the estate of a person dying 
domiciled in one country includes as- 
sets situated in the other country. 


Continued on page 308 


306 


it 
1e 


Seem at 





Spot new sales 
opportunities... 





with 
American 
Credit Insurance 


While it covers receivables during the period of risk, commercial credit insurance 

provides new sales opportunities, too. With an ACI policy, your clients can 

confidently add more good customers, sell more to present customers. Title passes to 

the purchaser the moment your clients’ products are shipped. From that point on, the 

soundest protection for their accounts receivable...for all the working capital and 

profit their products represent...is the new and broader coverage of 

American Credit Insurance. Today, as for 68 years, an ACI policy 

is important to sales progress and good financial management. 

Available through insurance agents...or the local office of American 2 “a 

Credit Insurance. Way 
Co, s 


AC BOOKLET EXPLAINS CREDIT 
INSURANCE ADVANTAGES 


Gives reasons for suggesting credit insurance to your customers. For 
copy, write AMERICAN CREDIT INDEMNITY COMPANY of 
New York, Dept. 42 , Montreal, Sherbrooke, Quebec, Toronto, 
Hamilton, Woodstock or Vancouver. 
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Continued from page 306 

This purpose is accomplished chiefly 
by a reciprocal system of tax credits 
where the country of domicile gives 
credit for the tax imposed by the coun- 
try where the assets are situated, that 
is to say the country of situs. In or- 
der to make this system work smooth- 
ly specific rules of situs for assets of 
various classes are provided. These 
rules are almost identical with those 
in the Estate Tax Act. 


Another method of avoiding double 
taxation is by providing that when 
one country is taxing solely on the 
basis of situs it will take into account 
only property situated in its terri- 
tory and will restrict its tax by limit- 
ing its rates or by allowing an exemp- 
tion, or both. Accordingly Canada 
has bound for the term of the con- 
vention the present flat rate tax of 
15% imposed by the Estate Tax Act on 
property situated in Canada of any 
foreign domiciled decedent. The con- 
vention also stipulates that Canada 
will not tax such property if its value 
is less than $15,000. This contrasts 
with the provision in the Estate Tax 
Act whereby such property will not 
be taxed if its value is less than $5,- 
000. The United States in taxing 
Canadian domiciliaries is similarly 
required to restrict its tax base to 
property situated in the United States 
and not to tax if this property is val- 
ued at less than $15,000. However, 
the United States, which uses a sched- 
ule of graduated rates, is not obliged 
to restrict its rates; instead it is re- 
quired to allow a deductible expense 
of $2,000 in all cases where the prop- 
erty is valued at more than $15,000. 


By the terms of the convention 
Canada will make two other changes 
of substance affecting the normal op- 
eration of the Estate Tax Act. The 
first is that Canada, in giving a credit 


for United States taxes on the prop- 
erty situated therein, will give a credit 
for the United States federal tax be- 
fore this tax is itself reduced by 
credits allowed in respect of taxes 
levied by the state governments. The 
United States will similarly give a 
credit for the Canadian federal estate 
tax before this tax is reduced by 
abatements in respect of provincial 
succession duties. This provision has 
much the same result as allowing a 
credit for the provincial or state taxes 
of the other country. The new pro- 
vision will make Canadian practice 
reciprocal with long-standing United 
States practice and will benefit estates 
of certain Canadian domiciliaries by 
increasing the amount of credits 
given. 


The second of these changes is that 
where Canada allows a deduction for 
a bequest to a charitable organization 
in Canada, as it now does under the 
Estate Tax Act, it will also allow a de- 
duction for a bequest to any charit- 
able organization in the United States 
that would have qualified according to 
the Canadian definition of a charitable 
organization, if it had been in Canada. 
An example would be a university, 
Mr. Speaker. The provision affect- 
ing this amendment is reciprocal and 
again will bring Canadian practice 
into conformity with long-standing 
United States practice. It will also 
be beneficial to the estates of Cana- 
dian domiciliaries where such a be- 
quest exists. 


The convention will come into force 
when it receives legislative approval 
and is ratified by the governments of 
the two countries. When the conven- 
tion comes into force, it will be retro- 
active to January 1, 1959, so as to pro- 
vide continuity with the existing con- 
vention. Consequently, benefits re- 
sulting from its terms will apply to the 


Continued on page 310 
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The Punched Tape Adding Machine 
~ Designed By Accountants—for Accountants 


Compacted into this famous addirig 

machine is a concept that is revolu- 

tionizing the accounting profession, 

Here, in a conventional desk-top 

machine, is the means to cut business 

ia | _ record keeping in half. And time 

H+ +4 : saved in your practice means time for 
Retell | wm @ £E productive management services, tax 
planning and analysis. Only Monroe 

offers a machine built for account- 

ants, whether their practice is exten- 

sive or limited to just a few accounts. 


iSonic di Seance 


COMPARE and you'll choose a SYNCHRO-MONROE Punched Tape Adding Machine 


@ MONROE'S EXCLUSIVE FIELD CONTROLS — for field size and selectivity . .. means more 
dollar amounts can be placed on a punched card for lowest processing costs 


® COMPACT SIZE — most portable of all makes 
® FLEXIBLE— more program codes for wider variety of applications 
@ VISIBLE TAPE SUPPLY — to avoid running out of tape during the job 


@ TWO NON-ADD BARS — to differentiate fixed information and enable automatic repetition of 
any portion of reference numbers 


@ LEASE PLAN —as little as $49.03 per month under five year lease, includes excise tax and 
maintenance, parts and insurance 


® TWO REGISTERS AVAILABLE — for proving Net Pay on payroll checks and proving totals on 
each invoice when using the machine for sales or cost analysis 


& TAPE PROCESSING PROVIDED BY MONROE — or any reliable service bureau of your choice 


You can expand your practice with a Monroe accountants’ machine 
and with Monroe's tape processing division, Integrated Data Process- 
ing, Inc. operated by accountants and specializing in processing service 
to accountants. Or, use any reliable service center. 

Right now there are more accountants using the Monroe-IDP M 
punched tape machine program than all other makes combined. A 
detailed instructional booklet is available for you to study at your scneaicucavaue R 9 


local Monroe branch office, or write to Monroe Calculating Machine ADDING - ACCOUNTING 
DATA PROCESSING MACHINES 


SEE THE MAN FROM 


Company, Orange, N. J. for a fact-filled brochure. 


Monroe Calculating Machine Company of Canada, Ltd., Toronto © Offices throughout Canada. [f] *oson or urrom mousrnes 
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estates of persons dying on or after 
that date. A bill to implement the 
convention will be introduced in the 
house in due course. 

* * x 


Mr. Hazen Argue: Mr. Speaker, I 
should like to direct a question to the 
Minister of National Health and Wel- 
fare arising out of the great interest 
in portable pensions that exists 
throughout the country, and the state- 
ment by the chairman of the Ontario 
committee on portable pensions to the 
effect that they could be produced 
only with the co-operation of the fed- 
eral government. My question is: has 
there been any consultation between 
representatives of the Ontario Gov- 
ernment and the federal government 
toward the end of introducing a port- 
able pension plan in Canada? 

Hon. J. W. Monteith (Minister of 
National Health and Welfare): No, 
Mr. Speaker. 


UWO Management Course 


The 14th annual session of the man- 
agement training course of the Uni- 
versity of Western Ontario will run 
from July 30 to September 1. The 
chief teaching device will again be 
the case study method, with problems 
drawn from Canadian and U.S. ad- 
ministrative situations. 


McMaster and Controllers Seminar 

A “business game” will be the sec- 
ond-day feature of a management 
seminar being held on April 21 and 
22 at McMaster University, Hamilton 


under the sponsorship of the univer- 
sity and the Hamilton Control of the 
Controllers Institute of America. 
Those attending the seminar will com- 
pete in teams on decision-making, es- 
tablishing policy, interpreting market 
and production needs, and pricing, 
with their conclusions rated against 
the factual solutions obtained by the 
computer in the university’s data pro- 
cessing centre. An enrolment of 80 
to 100 is expected. Further details 
may be obtained from the Depart- 
ment of Political Economy, McMas- 
ter University, Hamilton, Ontario. 


Conferences of Interest 


Canadian Purchasing Conference: 
May 29-30 at the Royal York Hotel, 
Toronto; theme “The Key to Better 
Purchasing”. 

Cost and Management Conference: 
June 28-30 at Hotel Vancouver, 
Vancouver; theme “Meeting the 
Profit Squeeze”. f 

International Systems Meeting: Octo- 
ber 8-11 at Statler-Hilton Hotel, 
Cleveland; theme “The Systems 
Field — A Management Transition”. 


Invitation to Toronto C.A.s 

A special invitation is extended to 
chartered accountants in the Toronto 
area to attend the anniversary din- 
ner of the Institute of Internal Audi- 
tors (Toronto Chapter) on Thursday, 
April 20 in the Royal York Hotel. 
J. A. Wilson, F.C.A., CICA president, 
will speak on “Is Accounting Keep- 
ing Pace with Business?” 


Continued on page 312 






The Royal Canadian Mounted Police have requested that we draw to the 
attention of our readers that a person by the name of Spencer D. Lorton, also 
using the names of Emil Davis, Ed Kunnas, S. E. Dickson and A. L. Newberry, 
is believed to be employed as an accountant in Ontario or other parts of Canada. 
Mr. Lorton is 48 years of age, height 6 ft. 1%”, weight 200 lbs., hair brown, 
greying, eyes blue, heavy build and was last known to be in Southern Ontario 
early in 1960 and driving a 1959 Oldsmobile. Anyone knowing the whereabouts 
of this person is requested to notify the nearest R.C.M.P. office in his locality. 
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CANADA LIFE 


off ers you the assistance Va 


its Estate Service Division 





For many years this Division has served members 
of the accounting profession in detailed analysis 

of the numerous complex problems, both personal 
and corporate, encountered in the estates of 

their clients. Many accountants have found this 

of assistance to them in the over all planning 

of their clients’ affairs. This service is available from 
coast to coast in Canada. 


Consult the Manager of the nearest 
Canada Life Branch. 





Estate Service Division O i fices 


HALIFAX OTTAWA WINNIPEG 

Green Lantern Bldg. 150 Kent St. Electric Railway Chambers 
QUEBEC TORONTO ~ CALGARY 

580 Grande Allée E. 330 University Ave. Lancaster Bldg. 
MONTREAL HAMILTON VANCOUVER 

505 Dorchester St. W. 1 Markland St. 640 West Hastings St. 





nese “C7 tssurance Company 


GO6754A HEAD OFFICE: 330 UNIVERSITY AVE., TORONTO 
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By factoring their 
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Save collection 
and bookkeeping costs and avoid credit 
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bite homes 30 
way to convert their tied-up capital into 


working cash 


LOWEST RATES — FOR FULL DETAILS 


PHONE OR WRITE 


AETNA FACTORS 
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English C.A.s Want Decimalization 


The Institute of Chartered Account- 
ants in England and Wales has gone 
on record in support of decimal cur- 
rency for Britain. In a submission to 
the Chancellor of the Exchequer, it 
said that it was inappropriate that 
Britain “which regards itself as an 
international banker” should be the 
“sole surviving exponent of a curren- 
cy system abandoned in every com- 
mercially advanced nation”. 


In the News 


Proressors A. BEEDLE, C.A. (B.C.), 
and D. L. McDonatp, C.A. (Man.), 
are among a group of professors who 
are being sent to Malaya for approx- 
imately 16 months under the auspices 
of the Colombo Plan to assist in estab- 
lishing a School of Business Adminis- 
tration at the University of Malaya. 
Both Professor Beedle and Professor 
McDonald are on the staff of the 
Faculty of Commerce and Business 
Administration at the University of 
British Columbia. 


A set of the publications of the 
Canadian Institute is being donated to 
the University of Malaya by the Insti- 
tute. 


CURRENCY EXCHANGE RATES 


The following nominal rates of exchange 
are supplied by The Canadian Bank of 
Commerce, International Department, Head 
Office, Toronto, as at 4 p.m., February 28, 
1961: 


Australia (pound) 2.21%; Belgium (franc) 
.01982; Denmark (kroner) .1433; France 
(franc) .2022; Germany (d. mark) .2375; 
India (rupee) .2083; Italy (lira) .001600; 
Mexico (peso) .0800; Netherlands ( guilder ) 
.2610; New Zealand (pound) 2.76%; Nor- 
way (kroner) .1385; Sweden (kronor) 
.1916; Switzerland (franc) .2286; Union of 
South Africa (rand) 1.38; sterling in Can- 
ada, 2.75%-2.76%; sterling in New York, 
2.79%-2.79%; U.S. dollars in Canada, 1%-1% 
discount. 
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CORRESPONDENCE 





Penticton, B.C., Feb. 8, 1961. 
Five C.A.’s Disapprove Merger 

Sir: In regard to the proposed merger of 
the Institute of Chartered Accountants of 
Ontario and the Certified Public Account- 
ants Association of Ontario, we feel obliged 
to express our extreme disapproval. F. 
Gerald Townsend, C.A. in his letter of Jan- 
uary 9, 1961 (CCA, February 1961) has 
given an extensive list of the disadvantages 
of such a merger, and he has our complete 
support. 

In addition, we feel, as members of the 
British Columbia Institute, that such a dilu- 
tion of membership in Ontario will have 
the final effect of deflating the value of 
the C.A. certificate throughout all of Can- 
ada. It is our intention to oppose this 
merger in any way we can and to support 
the objections of Mr. Townsend. 

Dovcrias Hoven, B.Com., C.A. 
Davm NELSON, C.A. 

K. A. Wa.Lace, C.A. 

M. G. Barr, C.A. 

Dennis Lacey, C.A. 


Stettler, Alta., March 2, 1961 


Support Merger Proposal 
Sir: We read, with a great deal of interest, 
the letter written by F. Gerald Townsend 


(CCA, February 1961) and found ourselves - 


disagreeing quite strongly with some of the 
statements made by him. We are chart- 
ered accountants and very proud of the 
fact, but we feel that some of the allega- 
tions made by Mr. Townsend against the 
qualifications of the C.P.A.’s are quite un- 
true. We speak with first-hand knowledge, 
something which we believe Mr. Townsend 
to be lacking, for we have written and 
passed the final examinations of both the 
Certified Public Accountants Association of 
Ontario and the Canadian Institute of Chart- 
ered Accountants. After completing the 
C.P.A. course of study and final examina- 
tions, we wrote the final C.A. examinations 


without taking any further courses, and 
found the two sets of examinations to be 
quite comparable. Thus, we believe that 
Mr. Townsend’s contention that the C.P.A. 
final examinations are no more difficult than 
the present C.A. intermediate examinations 
is entirely unfounded. 

Mr. Townsend states that there are un- 
desirable persons in the C.P.A. body who 
should not be allowed the use of the let- 
ters C.A. This may be so, but the fact re- 
mains, whether we like it or not, that there 
are undesirables among the membership of 
any professional body, but fortunately they 
form only a minute part of the total mem- 
bership. The C.P.A. Association also claims 
a number of distinguished members, among 
them the Honorable Mrs. Ellen Fairclough 
and the late Dr. C. S. Walters. 


Mr. Townsend attacks the proposal 
whereby licensees under the Public Account- 
ing Act, other than members or students 
of the qualifying bodies, should be able to 
obtain a C.A. certificate by merely writing 
and passing our final examinations. We 
submit that the only test of knowledge and 
proficiency which Mr. Townsend or any 
other chartered accountant was required to 
undergo was the examinations prescribed by 
the Institute of Chartered Accountants. 
Therefore, if any other person has the abil- 
ity to pass these examinations, there would 
seem to be little basis for barring him from 
membership. 

This proposal has its disadvantages, but 
they are not nearly as great as some would 
have us believe, and in our opinion it is in 
the long-term best interest of the public and 
the profession. 

L. E. Grrzet, C.A. 
W. L. Kreyjcr, C.A. 


Toronto, Ont., Feb. 17, 1961. 


Merger Disregards Facts 


Sir: The proposal of the Institute of Chart- 
ered Accountants of Ontario to merge with 
Continued on page 314 
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Ruggedly constructed . .. designed for 
moximum efficiency and convenience 
. . « Steelcase Sunshine Styled office 
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the Certified Public Accountants Association 
of Ontario disturbs and amazes me. The 
reasons for this proposed merger that have 
come to my attention have no basis in act- 
ual fact, many of them approach being 
ridiculous. I have reviewed the more im- 
portant ones and would like to comment 
upon them. 


“The continuation of two professional or- 
ganizations in the same field has created 
confusion in the minds of the public, and 
is an impediment to our development and 
proper recognition as a profession. This 
has not been in the public interest.” (W. J. 
Ayers’s letter of December 20, 1960, to the 
members). I do not believe that we are 
“in the same field,” at least not in the same 
public esteem. I have come to this con- 
clusion from many queries of non-profession- 
al businessmen. Several of my friends hold- 
ing C.P.A. degrees readily admit that the 
business public regards them generally with 
less esteem than the C.A.’s. This confusion 
does not really exist, and if it did, diluting 
the membership of our Institute with un- 
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qualified personnel would not lessen the 
confusion. We might say that if the medi- 
cal profession were to merge with the osteo- 
pathic profession, it too would lessen the 
confusion of the public. This is obviously 
ridiculous, but no more so than the pro- 
posed merger of qualified public account- 
ants with industrial accountants. 


It is recognized that there are a num- 
ber of C.P.A.’s who have been trained in 
the public accounting field, and who are 
eminently qualified in this field, although 
some of us have had direct observation of 
definitely inferior work signed by practising 
licence-holders. To admit the latter to the 
Institute of Chartered Accountants in the 
manner being proposed could conceivably 
cause considerable harm to the profession 
and substitute distrust in place of confu- 
sion. 

To recognize those C.P.A.’s qualified ac- 
cording to C.A. standards, a committee 
could be set up to study individual cases 
and recommend the admission of such ac- 
countants to the Institute of Chartered Ac- 
countants. 


It has been suggested that a represen- 
tation should be made to the provincial 
government to have the method of issuing 
public accounting licences revised. It is 
inferred that the merged body would com- 
mand more attention, and therefore would 
be more likely to succeed in its requests. 
Is this necessarily soP It has been my be- 
lief that two large bodies control more re- 
spect from the government than one mono- 
poly. If we can reach agreement on merger, 
surely we can agree without merger, on a 
new licensing procedure to be presented 
jointly to the provincial legislature. 


Other reasons for the merger may exist, 
but I believe that with careful thought they 
all disappear, and become inconsequential 
when the high standards that the Institute 
has maintained for many years are placed 
in jeopardy for mere control of the licensing 
of public accountants. This control is al- 
ready in the hands of the Institute through 
the Public Accountants Council. 


In an editorial in The Canadian Chartered 
Accountant, February 1961 regarding this 
merger, the following statement appears, 
“The most important part of most prac- 
tices, however, is public accounting; that 









is, the adding of credibility to financial 


concede that our degree is no better than 


. statements by the expression of an opinion that of C.P.A. I think we should use our 
0- based on an adequate examination of the time and energy toward better public re- 
1e underlying data.” Obviously this important lations to remove the possibility of confu- 
ly phase of a chartered accountant’s work sion with any other degree in accountancy. 
D- will not be enhanced by the wholesale ad- Many years ago I had a choice to make: 
t- mittance of accountants who have had no whether to embark on the C.P.A. course or 
auditing experience. the C.A. course. I decided at that time 
‘ I understand that the C.P.A. Association that the Institute offered a much superior 
i has requested that its students be allowed course with greater benefits accruing to the 
a | to proceed with the present C.P.A. course holder of the degree “chartered account- 
h and examinations, and upon completion they ant”. I still have the courage of my con- 
if are to receive the C.A. degree. The Asso-  victions. 
. ciation is to be admired for its concern for A. F. Grecory, C.A. 
ns the students. Have we considered our stu- 
e | ger Sew . ag a . be ~ Readers of The Canadian Chartered Ac- 
y : . ores es ©Y countant are invited to express their opin- 
. are allowed to express their consent or dis- ions in agreement or disagreement with 
- | agreement with it. articles appearing in this journal. Letters 
Are we afraid of competitionP Do we _ will also be welcome on other topics of in- 
e believe that the present C.P.A. degree is terest to the profession but all correspond- 
; | equal in all respects to the C.A. degree? ence must bear the writer’s signature and 
I think not. Let us revise our thinking, address (which will be withheld, if so re- 
. keep our self esteem (and therefore the quested). 
. esteem of the general public) by refusing to — The Editor. 
. 9 
l 
SEVENTH SUMMER SCHOOL IN ACCOUNTANCY 
. 


| McGILL UNIVERSITY, MONTREAL 


| TUESDAY, MAY 9. Through FRIDAY, JUNE 2, 
1961 


The school will open on Tuesday, not Monday as in previous years. 


The general object will be to provide a broad but intensive education in 
the subjects of Accounting and Auditing, with emphasis on basic theory and 
principles. Particular attention will be given to preparation for the Inter- 
mediate and Final Professional Accountancy Examinations, to consolidate 
formal studies already completed. 


Residence on the university campus will be a definite requirement, for 
full benefit from the school may be obtained only by continued association 
with other students outside the class periods. 


The syllabus for the two divisions of the school will be as officially laid 
down for the Intermediate and Final C.A. examinations, respectively. 


There will be six hours of class instruction each day from Monday 
through Friday, the week-ends being free. The teaching staff will comprise 
Professor Kenneth F. Byrd, Director of the Summer School, and Professors 
a S Patton, P. C. Briant and A. R. Marshall, from the McGill School of 

merce. 


Apply promptly for full particulars to the Summer School in Accountan- 
cy, School of Commerce, McGill University, Montreal. 
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CANADIAN ESTATE TAX 
Michael . Jameson 







An up-to-date manual which covers the revised Canadian Estate Tax Act 
as it has proved itself in practice. 


Price $22.50, delivered. 


ONTARIO SUCCESSION DUTIES 
by 
Michael B. Jameson 


A companion work to CANADIAN ESTATE TAX. A treatise on the 
law of succession duties in Ontario. 


Price $15.00, delivered. 
Special price for both books when ordered together .... $35.00 

















Further particulars available on request from: 


BUTTERWORTH & CO. (CANADA) LIMITED 
1367 Danforth Avenue, Toronto 6, Ontario. 
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Editorial 


SPECIALIZATION IN ACCOUNTING 


PUBLIC ACCOUNTING, to most of those engaged in it, is an interesting, 
stimulating and at times frustrating profession. Its attractions in- 
clude a constant change of pace and an opportunity to specialize in 
one or more of its many different aspects. 

There is a tendency to compare the progress of specialization 
in public accounting with that developed in other professions, par- 
ticularly law and medicine, in which there are general practitioners 
and specialists; but one questions whether this sharp distinction 
will ever develop in public acounting, because many of our practi- 
tioners tend to associate with one another in partnership. 

Some firms have divided their staff members and partners into 
(1) accounting and auditing, (2) taxation and (3) other special 
services. Others continue to render all services to their clients with- 
out any attempt at departmentalization, special services being taken 
for granted by the clients and often without adequate compensation. 

Large firms which have improved their auditing techniques by 
constant study and revision, including staff training, might be said to 
specialize in auditing and reporting upon financial statements. 

Specialization in accounting, however, is not the exclusive pre- 
rogative of large firms. There are many areas open to any prac- 
titioner who is prepared to devoté the necessary time and perhaps 
some temporary reduction in income to acquire special knowledge 
and experience. 

Some specialties arise from the needs of the business community 
in which a firm operates. An accountant practising in the midst of 
the tobacco-growing community should provide expert accounting 
for tobacco-growing farmer clients. A firm having for the most part 
municipal corporations as clients will become expert in accounting 
and auditing for municipal corporations. Some firms report that 
they act for several hundred retail automobile dealer clients. There 
must be many other areas which need expert accounting — churches, 
charities, hospitals, law offices, labour unions, to name a few. 
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Many American firms have established tax departments quite 
separate from their auditing practices or have designated one or 
more of their partners to be tax specialists. This is no doubt necessi- 
tated by the complexity of federal, state, municipal and other taxes 
in the United States. It would be impossible for any one person 
to keep up to date in all tax fields while at the same time endeavour- 
ing to continue a practice in accounting and auditing. 

In Canada, conditions in many respects are different. Some of 
our firms have separate tax departments and are frequently retained 
to solve difficult tax problems, but on the whole our tax laws by 
comparison are not as complex or contradictory. Clients, on the 
average, are smaller and most clients expect their auditor to have 
a working knowledge of taxation. 

Thus, while tax services may be a specialty and they are likely 
the most important special service which an accountant renders to 
his client, one cannot conceive of an accountant in public practice 
in Canada without an up-to-date knowledge of taxation. 

An increasing number of firms are becoming expert in the 
management services field. Some are continuing to offer these ser- 
vices to their clients as a separate department or division of their 
accounting practice; some have formed a separate partnership under 
a different name; others have become associated with an incorporated 
company offering management services to the public. } 

Specialization is already a fact. Members of the profession 
should consider whether we should permit or encourage advertising 
as specialists. The rules of professional conduct refer specifically to 
members who are associated with a group of management con- 
sultants, but the rules would appear to place firms of chartered 
accountants which operate separate departments under their firm 
name for special services, such as taxation and management, at a 
distinct disadvantage. | 

Specialization in the future as in the past will be developed to 
meet the needs of clients, but in the electronic age specialization 
will call for planned courses of study, research and a program of 
continuing education within the Institutes and in cooperation with 
other professional bodies and particularly with the universities. 

As specialization grows, more textbooks will be written, there 
will be more graduate study, and more opportunities for specialists 
to share their knowledge. By combining experience, research and 
specialized knowledge we will benefit both the profession and the 
public alike. 
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Committees -- 


Their Role in 


Management 


J. CECII 


THE USE OF committees, staff meetings, 
task forces and informal groups in 
business and industry has increased 
sharply, particularly in the last 20 
years. No longer is the appointment of 
a committee met with suspicion or 
derision. Everyone knows that some 
of the most successful corporations 
attribute much of their success to 
management committees. No longer 
is committee duty considered a waste 
of valuable time. On the contrary, 
membership in a top-level committee 
may rank only slightly below election 
to the board of directors. 


Group Thinking Unlimited 

Reasons for the trend to committees 
are not hard to find. In the first place 
the size of modern corporations and 
the diversity and complexity of the 
different functions demand some 
means of integration and reconcilia- 
tion of varying viewpoints and 
opinions. Inter-related but quite dif- 
ferent activities must be scheduled 
and coordinated, many of them com- 
plex and staffed by specialists. The 
manager must rely upon his subor- 
dinates to a considerable degree, and 
in many instances as a group rather 
than as individuals. 

Perhaps equally important are 
modern social pressures and the in- 


. HEWSON 


fluence of social scientists. Harbison 
and Myers‘ point out in a global re- 
view of management that authoritar- 
ian and paternalistic concepts have 
increasingly surrendered to constitu- 
tional (government intervention and 
labour-union participation in making 
the rules) and participative or “de- 
mocratic” philosophies and approa- 
ches. This process is most advanced in 
newer countries with a strong demo- 
cratic outlook and less firmly en- 
trenched traditions of authority and 
paternalism in industry. Thus, in Great 
Britain and Sweden, government in- 
tervention and the power of unions 
have resulted in extensive eroding of 
an essentially authoritarian outlook. 
In Japan and India, paternalism is still 


‘deeply rooted in managerial thinking, 


although pressures may be observed 
as_ industrialization proceeds. In 
France and Italy, the paternalistic 
tradition is also strong, but the man- 
ager is on the defensive against in- 
roads upon his power by both govern- 
ment and unions. 

In the United States, traces of pater- 





1 Frederick Harbison and Charles A. Myers, 
“Management in the Industrial World.” Mc- 
Graw-Hill Book Co. Inc., New York, To- 
ronto, London, 1959. 
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nalism have largely disappeared, and 
the executives who argue that busi- 
ness is inescapably autocratic are on 
the defensive. “Bottom-up manage- 
ment” is widely promoted on the 
grounds that it is democratic, and a 
strong trend of increasing participa- 
tion is apparent. In Canada we tend 
to follow the United States pattern, 
although perhaps not to extremes, and 
a few European companies which 
have moved to Canada appear to 
operate successfully with an authori- 
tarian approach. 


The social scientists have added 
weight and authority to the trend to 
wider participation in management. 
Starting with the pioneer Hawthorne 
studies in the plants of Western Elec- 
tric, continuing research has develop- 
ed insight into the determining fac- 
tors in the behaviour and morale of 
people in business and industry. These 
studies have added to our vocabulary 
such terms as “group dynamics”, “con- 
sultative supervision” and “conference 
leadership”. To a growing body of 
“group thinkers” a committee or group 
meeting is the answer to almost every 
managerial problem. While many 
executives hold out as long as pos- 
sible, they reluctantly admit the 
necessity of some type of group par- 
ticipation in management. Few chief 
executives nowadays make important 
decisions without some assurance of 
favourable reaction from employees, 
and particularly from those charged 
with management of the major func- 
tions. For this purpose as well as 
many others, what is better than a 
management committee? 


Management Committee Functions 
An interesting observation as a start 
is that few management committees 
really manage. They consider facts, 
weigh, evaluate, reconcile points of 
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view and formulate policies and de- 
cisions. They advise and recommend. 
But few committees have formal 
authority to make decisions. Nor can 
the members be held accountable for 
mistakes. 


True, a board of directors is ob- 
viously a form of committee, but it 
functions at the broad trustee level of 
objectives, major policies and review 
of the results of executive manage- 
ment. It is a formally organized body 
which makes decisions by recorded 
motions and formal vote. 


At the executive management level 
committees are established by the 
chief executive to aid him, not to 
supersede him. If he accepts the com- 
mittee as a tool in management and 
the philosophy this implies, the man- 
agement committee both aids him 
and serves as his alter ego in advising 
against precipitate or unwise execu- 
tive action. Committees made up of 
heads of major line and staff func- 
tions are frequently called manage- 
ment advisory committees or manage- 
ment coordinating committees, the 
title frequently denoting the major 
role the committee is expected to 
serve. 


Top-level management committees 
are, of course, not the only commit- 
tees found in business and industry. 
Financial committees, marketing com- 
mittees, manufacturing committees, 
budget committees, personnel com- 
mittees, salary committees and other 
committees are commonly appointed 
to plan, coordinate, advise, recom- 
mend, or evaluate results in particular 
areas of management and administra- 
tion. Research and engineering com- 
mittees are useful to pool the con- 
tributions of several people working 
on different aspects of a technical 
problem. Of a different character is 
the grievance committee, used as a 
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device in administration of a con- 
tract. Or again, the safety committee 
is established primarily as an educa- 
tional and promotional device. 


Value of Committees 

The proponents of committees can 
marshal some strong arguments. In 
the first place, it is hard to refute 
the claim that in most cases the con- 
sensus of an informed group is like- 
ly to be better than the opinion of 
any one individual. At the general 
management level most problems re- 
quire a many-sided consideration, in- 
cluding such aspects as marketing, 
production, engineering, legal, finan- 
cial, public relations, employee morale 
and perhaps others. For defining ob- 
jectives, formulating policies, con- 
sidering plans and recommending 
action, a committee may be almost in- 
dispensable in the modern corpora- 
tion. 

As a second major point, commit- 
tees may be very effective to achieve 
coordination at various levels. For 
example, either regular production or 
a special project is likely to require 
coordinated planning and scheduling 
of steps which include some or all of 
design, procurement and storing of 
materials and supplies, making, con- 
structing and testing. Hiring of staff, 
financing, sales and similar activities 
must be synchronized with these. A 
committee on which all departments 
or significant units are represented is 
one of several means of ensuring co- 
ordination. 


Committees have a salutary effect 
in the acceptance of decisions. Few 
men become fully enthusiastic about 
a plan or policy imposed from above, 
regardless of its merit, but if the in- 
dividual has even a small part in 
formulating a plan, he feels respon- 
sible for its success. The skilful man- 


ager uses his management committee 
to sell ideas, perhaps in the guise of 
securing advice, although this also 
may be important. An unfavourable 
reaction backed by solid reasons may 
save the chief executive from a sig- 
nificant mistake. 


Some decisions have particular im- 
pact upon employees as individuals. 
Such decisions should not only be fair 
but should also have face validity, 
that is, they should carry the assur- 
ance of thorough, impartial and in- 
formed consideration. For such pur- 
poses a committee is ideal. For ex- 
ample, a salary committee may review 
position ratings and recommendations 
for salaries and salary adjustments. 
Within limits, approval of such a com- 
mittee usually constitutes authoriza- 
tion. Cases which exceed the limits, 
or cases of disagreement, are referred 
to higher authority for resolution. 


As another item in this catalogue of 
virtues, committees have an educa- 
tional and developmental value. The 
production manager on the manage- 
ment advisory committee should gain 
appreciation of and tolerance concern- 
ing sales, finance and other functions. 
He is encouraged to think in terms of 
the company as a whole, and he makes 
judgments on a broader base than is 
provided by his own function. He 
shares responsibility for the success of 
the committee. These are activities 
which develop the individual. 


Finally, a committee can foster 
teamwork in a management group. 
Asked to list his first objective as a 
manager, one chief executive replied, 
“I want to build a hard-hitting team 
that will be beating the stuffing out 
of our competition long after I’m 
gone.” A management team, like a 
football team, requires leadership, but 
it also learns teamwork by working 
together. 
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Faults of Committees 

If committees have virtues, they 
also have liabilities, frequently and 
loudly trumpeted by detractors. They 
may be hard to schedule, and they 
may be wasteful of time. “Committees 
keep minutes and waste hours” runs 
an old saw. The exchange of ideas 
does take time, and the committee 
may proceed at the pace of the least 
informed member. Discussion may 
deteriorate into irrelevancies and at 
times into long-winded digressions or 
story telling. The committee may be 
dominated by the chairman or an in- 
dividual member while others sit in 
frustrated silence. Members may use 
a committee as an arena for airing 
personal rivalries and antagonisms. 
Weak executives may try to evade re- 
sponsibility by referring troublesome 
matters to a committee for decision or 
implementation. 

Further, say the critics, most com- 
mittees operate on a basis which is 
essentially unanimous, and a weak 
compromise may be agreed upon to 
be acceptable to members with con- 
flicting opinions and interests. People 
“go along” in order to get the matter 
settled or to remain on friendly terms. 


This last criticism, if not all of those 
listed earlier, has some substance. 
Each member of a committee should 
feel as much responsibility for the de- 
cision or recommendation as if he had 
made it alone. This feeling is not 
easily achieved. Accountability is cer- 
tainly diluted, and the committee 
member may approve a_ solution 
which he would consider inadequate 
if he were to do it alone. 


Which View is Valid ? 

As between the “group thinkers” 
who have an almost fanatical faith in 
committees and the detractors, who is 
right? The reader may agree that the 
truth is somewhere in the middle 
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ground between extreme positions. 
When experience with committees is 
unsatisfactory, the trouble is quite 
likely to be in improper assignments 
or in faulty organization and admin- 
istration. 

Committees are quite commonly as- 
signed tasks for which group action is 
not appropriate. For example, a com- 
mittee should not be given a problem 
to solve which requires the assem- 
bly, analysis and interpretation of a 
great deal of information, and which 
usually involves specialized skills and 
knowledge. Technical and economic 
studies and investigations are most 
effectively done by an individual or 
perhaps by a research team or task 
force. It is true, of course, that a 
committee may be very useful to con- 
sider the assembled findings and con- 
clusions and to formulate recom- 
mendations for a plan of action. 


As a corollary to the above point, 
the question arises of whether a com- 
mittee may develop an original or 
“creative” solution to a problem. Ob- 
viously, only an individual can pro- 
duce an idea, although he may do this 
while serving on a committee. The 
technique of “brain storming”, com- 
monly used as a device in advertising 
agencies, illustrates the point that in 
at least some situations the members 
of a group can stimulate one another 
to produce ideas. Particularly appro- 
priate to a committee is a situation in 
which a combination of originality 
and judgment is required. By alterna- 
tively developing and evaluating one 
another's ideas, the result is likely to 
be a better solution than any one 
member might produce alone. 


It is hardly necessary to say that 
care should be used in selecting a 
committee. In some cases balance and 
variety in experience and knowledge 
are desirable, while in others the 
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prestige of the members or their re- 
cognized freedom from bias may be 
important. In other cases, certain de- 
partments or all departments should 
be represented. 

The choice of a chairman is natur- 
ally important. Regularity of meet- 
ings, promptness, circulation of 
agenda and background material, and 
provision of secretarial services are 
frequently mentioned as aids to effect- 
iveness. 

Most of these points will be fam- 
iliar to the reader, who may still 
question why many committees whom 
he observes in action seem to justify 
the criticisms so often levelled against 
them. But is a committee really as in- 
efficient as it sometimes appears? For 
the chief executive who has been 
puzzled by or disappointed in his 
management committee, a few rela- 
tively recent findings about group 
behaviour may provide some useful 
clues. 


Committee Psychology 


What is efficiency in a group? 
Drawing upon research in personality 
and social psychology, Harold J. 
Leavitt? states in a recent excellent 
book, “It may be a mistake to equate 
orderliness with efficiency in group 
processes.” 

As Leavitt points out,* two general 
approaches have been used to minim- 
ize the noise and redundancy which 
are prone to characterize committee 
meetings. One is to set up formal or 
informal rules to prohibit most of the 
irrelevancy, by the chairman cutting 
off people who talk too often or too 
long or who stray from the point, tell 


* Harold J. Leavitt, “Managerial Psychol- 
ogy,” The University of Chicago Press, 


1958, p. 215. 
S ibid. p. 208. 


stories or become personal. This 
seems to be a sensible and business- 
like approach, and adaptation of time- 
honoured parliamentary rules. The 
other is just the opposite. Noise, 
which Leavitt likens to static on a 
telephone—“the wind, the argument, 
the noise that gets stirred up and 
interferes with communication of 
really relevant information”‘—is allow- 
ed but identified. In effect the chair- 
man says, “Go ahead and boast or 
make personal attacks if you must, but 
you tell us or let someone else tell us 
what you are doing.” This sounds 
trivial, but is it? 


All behaviour is directed to some 
goal. While a committee has a com- 
mon assigned problem or task, each 
individual member has _ individual 
needs which he is trying to satisfy. 
He boasts because he hopes that this 
will give him recognition and power. 
He fawns because this may ingratiate 
him with the rest of the group or 
with certain individuals. He attacks 
those whom he considers threats to 
achieving his goals. 

Rules and authority may alter the 
expression of such feelings. But open 
argument and attack may be replaced 
by quiet and apparently logical but 
circuitous discussions which strives to 


discredit an opponent. 


It is usually better, according to 
Leavitt, to allow and even encourage 
free expression of feelings. If a com- 
mittee is set up to meet only three or 
four times to carry out a specific as- 
signment, we perhaps can emphasize 
the completion of the task assigned 
and impose rules to block off the 
intrusion of emotions. But for a con- 
tinuing committee, such as a manage- 
ment committee, time should be de- 


‘ibid. p. 207. 
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voted to bringing out and identifying 
feelings. Frank discussion of the be- 
haviour of the group in previous 
meetings, and understanding and re- 
cognition by each member of his 
motives, may enable the group to de- 
velop a way of solving problems 
which eliminates most of the noise. 
Committees which encourage full ex- 
pression start slowly, but, Leavitt 
says, “they can accelerate fast once 
the air is cleared”.® 

A little reflection on the part of 
the battle-scarred committee veteran 
will indicate the soundness of 
Leavitt's suggestion. He has no doubt 
attended a committee meeting which 
broke down in bickering about the 
assignment and objectives of the com- 
mittee. He may himself have con- 
tributed to this deliberately at some 
time or other for personal reasons or 
for what appeared to be the best in- 
terests of his department. At times he 
may have been annoyed by the tend- 
ency of the group to digress, gossip, 
tell stories, or otherwise waste time, 
but he may also have been guilty of 
contributing to this. 


Guides to Conduct of Committees 

If we apply the findings of study 
of “group dynamics” to the committee, 
a number of guides to more effective 
performance can be obtained. Strik- 
ingly, these are as likely as not to be 
in direct contradiction to many fre- 
quently quoted “rules” for the con- 
duct of committees. 

First, the chief executive who is 
organizing or reorganizing a manage- 
ment committee probably should not 
try to define in advance the precise 
limits of the role of the committee, 
nor should he prepare more than a 
suggested procedural plan. These 


5 ibid. p. 211. 






matters should form part of early 
consideration of the committee itself, 
and objectives and procedures with 
which all members feel comfortable 
should be agreed upon before starting 
discussions of ideas. Expression of 
underlying personal objectives is par- 
ticularly desirable. The wise leader 
may set the pattern for this by ex- 
pressing his own motives, if he has any 
which differ from the primary purpose 
of seeking answers to problems. 


As a second point, some “noise”, 
to use Leavitt’s terminology, is likely 
to occur. Accordingly an erratic pat- 
tern of performance may be normal 
rather than an even flow of activity. 
The meeting with several topics 
covered, but limited discussion on 
each and some conclusion reached to 
“complete the agenda”, may appear to 
be business-like and efficient. This is 
probably deceiving. It may be desir- 
able to allow the venting of feelings 
by occasional periods of digression, 
argument and story telling. 


Many text books stress the im- 
portance of circulating an agenda and 
background information in advance 
so that committee members come to 
the meeting prepared to express 
opinions and reach decisions quickly. 
This may be good advice for some 
committees, and certainly a com- 
mittee member should be at least rea- 
sonably well informed on the subjects 
to be discussed. The leader, usually 
the chief executive in the case of the 
management committee, should en- 
sure that all necessary information is 
available. This may mean arranging 
for reports to be prepared and cir- 
culated and arranging for staff special- 
ists to be present to present informa- 
tion and make recommendations. 
Preparation can be undesirable, how- 
ever, if it means that every committee 
member makes up his mind before he 
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comes to the meeting. This is a little 
like the delegate who is “instructed” 
fully before going to a conference. 
For the management committee meet- 
ing it is probable that a very general 
agenda is preferable, not circulated 
in advance, and with provision for the 
introduction of new topics by mem- 
bers of the group. 


Role of the Chairman 


Much has been written about the 
chairman of a committee. To quote 
one writer: 

“The chairman must be able to 
encourage, cajole, soothe, or inhibit. 
He must be calm, alert, aggressive. 
He must at once use and restrain the 
genius. He must embolden the timid, 
stimulate the indifferent, convince the 
stubborn, make the superficial think. 
... No one but the chairman can hold 
the committee to business-like pro- 
cedure. He should first state and de- 
fine each problem. Next he should 
solicit discussion, usually by asking 
questions. Only then should he invite 
solutions. . . . In different situations 
he should discover and exploit all 
areas of agreement.”° 

Much of this is sound advice, par- 
ticularly for short-term and special 
committees. However, for a manage- 
ment committe or for other continu- 
ing committees some qualifications 
might well be added. 


Observation of groups in problem- 
solving situations indicates that a few 
members habitually produce most of 
the ideas, others evaluate ideas effec- 
tively. One may be useful in period- 
ically steering the group back to cen- 
tral issues. Still another may occasion- 
ally relieve tension by an apt remark 


6 Estill I. Green, “The Nature and Use of 
Committees”, Advanced Management, vol. 
24, no. 7, July 1959, p. 27. 


or flash of humour. Some studies sug- 
gest that the essentially leaderless 
group, in which each member takes 
some responsibility for success of the 
group is more effective than that 
which has an appointed leader. Cer- 
tainly the active, all-inclusive role of 
the chairman suggested in the quoted 
passage appears to be unduly aggress- 
ive for a continuing management com- 
mittee. Perhaps the chief executive 
should encourage members of the 
group to fill such roles while he re- 
mains in the background. In partic- 
ular, he should avoid activities which 
call special attention to his status. 


Coming to a Decision 

What about decisions? How and 
when is a conclusion reached? Dis- 
cussion may straggle towards an end 
or may seem endless. Some leaders 
favour a limit to discussion and a vote. 
This may result in a decision which is 
adequate for the problem, but it still 
may not be a satisfactory solution. If 
a decision is imposed by a majority, 
the minority should accept it and help 
to carry it out. But this is not easy. 
The member who disagrees is likely 
to be unconsciously motivated to 
prove that the decision is wrong. His 
participation in implementation may 
be half-hearted at best, and he may 
even covertly sabotage the decision. 


Research indicates that a group 
should agree on a decision both out- 
wardly and inwardly. Such decisions 
last, and they are effectively imple- 
mented. It is important that the 
group learn to recognize when the 
time for a decision has arrived. This 
may take effort to achieve, since an 
appropriate decision may frequently 
be a compromise between a perfect 
answer, which may be almost unob- 
tainable, and an inadequate answer 
which stirs no enthusiasm. 





A management committee is not 
likely to reach the pinnacle of agree- 
ment on every issue, but it should 
approach the ideal frequently. Time 
limitations may occasionally require a 
prompt decision, and the majority 
may have to prevail. Now and then 
the chief executive may have to make 
a decision where no agreement ap- 
pears to be forthcoming. If he is con- 
vinced of his position, he may even 
take action which the majority op- 
pose. This is the ultimate meaning of 
his accountability. But if he has es- 
tablished an atmosphere within which 
his subordinates can and do express 
themselves freely, this should be very 
rare indeed. If members of the group 
can release feelings, and if they are 
intelligent, the emphasis can be 
placed upon searching for solutions 
rather than upon personal goals. The 
objective is problem solving, not 
necessarily conformity. In this setting 
ideas are most likely to be received 
and evaluated on their merit. When 
agreement cannot be reached on a 
problem, the group may at least ac- 
cept the necessity of an individual de- 
cision. 


In Conclusion 

Committees are being increasingly 
used in management, and this trend 
is likely to continue. The chief execu- 
tive who accepts a management com- 
mittee as a feature of organization, 
whether with enthusiasm or with 
some misgivings, may be given a few 
guiding principles and admonitions. 
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A committee is most useful when 
the coordinated best judgment of an 
informed group of varying back- 
ground is desired as a guide to 
executive action. It can also be ef- 
fective in coordination of activities, 
when acceptance and support of plans 
or policies are of particular import- 
ance, and when decisions have per- 
sonal impact upon individuals. 

If a committee is short-lived and 
has a very specific assignment, a quick 
conclusion may be emphasized and 
the feelings of participants may be 
excluded by rules or forceful leader- 
ship. For a management committee 
an orderly and businesslike procedure 
and positive leadership may not be 
desirable. This runs counter to the 
likely inclinations of the chief execu- 
tive. If a permissive atmosphere can 
be established and maintained in 
which members express feelings and 
release frustrations, the optimum con- 
ditions for group problem solving may 
be attained. This takes time. Ob- 
jectives should perhaps be clarified 
by the group rather than expounded 
by the chief executive. Preparation 
for meetings should be de-empha- 
sized. Leadership should probably be 
a shared group responsibility. 

Finally, if conclusions genuinely 
result from group thinking directed 
to problem solving, rather than from 
a drive for conformity, decisions are 
more likely to be accepted and im- 
plemented with enthusiasm. 
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Accounting for Profits and 


Losses on Investments 


ROSS M. SKINNER, C.A. 





Few PEOPLE today are unaware of, or 
have not been affected by, the rise in 
the general level of interest rates that 
has occurred in the past few years. 
The large corporation has had to pay 
much higher rates for its issues of 
bonds or debentures; the small busi- 
nessman has had to pay more for bank 
loans, the house buyer for his mort- 
gage and the consumer for purchases 
financed on the instalment plan. 


A rise in the level of interest rates 
means a decline in the general price 
level of fixed income-bearing securi- 
ties. In Canada, for example, in the 
course of a few years Victory bonds 
fell in value to 90 or below, and Con- 
version loan bonds fell to 84. This 
decline has posed a serious problem 
to the investment managers of finan- 
cial institutions, such as banks, insur- 
ance companies and trust companies, 
and other pools of investment funds, 
such as pension funds and trust funds, 
whenever they have wished to revise 
their portfolio. Any sale of the de- 
preciated securities throws uv a loss in 
the accounts, and a major shift in in- 
vestment policy would result in the 
recording of losses which overshadow 
the income for the year. In the case of 
trust funds, such losses have to be 
charged against capital. In other 
cases, they have to be reflected in the 
profit and loss statement for the year. 


Either way, management is open to 
the charge, by the uninformed, that its 
investment policy has not been as 
wise as it might or should have been. 

It is hard enough to sell a security 
for less than was paid for it. When 
such a sale may also give rise to 
criticism that could be avoided by not 
selling, the temptation to do nothing 
is very strong indeed. Alternatively, 
an investment fund may sell some se- 
curity which otherwise would not 
have been sold in order to attain a 
book profit which will offset a book 
loss. Thus, some investment managers 
complain that in the past few years 
accounting conventions have tended 
to frustrate or warp desirable invest- 
ment policy. 

Accounting conventions or prin- 
ciples are not fundamental truths; 
they are rules developed for record- 
ing financial transactions and report- 
ing them in such a way that the 
resulting accounts and financial state- 
ments are most useful to their readers 
and to societv generally. The purpose 
of this article is to review, in the 
light of recent criticism, the principles 
generally accepted for accounting for 
disposals of investments and to sug- 
gest some modifications applicable to 
long-term funds which pursue a stable 
conservative investment policy. 
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Determining Cost 

Under existing rules, upon the sale 
of a security the difference between 
the proceeds of sale and the cost or 
amortized cost is recorded as a profit 
or loss. Where only part of a holding 
of a given security is sold, some varia- 
tion is possible in determining the cost 
of the security sold, and hence the 
profit or loss shown on sale. In Can- 
ada the most common practice is to 
charge off the securities sold at the 
average cost of the entire holding. 
This would seem to be logical since 
one bond or one share is indistinguish- 
able from any other of the same series 
or class. However, accounting texts 
also suggest at least two other per- 
missible methods, namely, “first-in, 
first-out” and “identified cost”. Under 
the Fifo method the cost of the secur- 
ity sold is taken as the cost of the first 
such security acquired. Under the 
identified cost method the investor 
picks exactly which stock certificate or 
bond he wishes to sell, and shows as 
cost the cost of that precise certificate. 
A method permitting such choice 
would seem to have little to recom- 
mend it, and yet for purposes of U.S. 
income tax the identified cost method 
is acceptable and the average cost 
method is not. 


The “last-in, first-out” method re- 
ceives little, if any, recognition in the 
text books, yet Lifo might be the most 
revealing method of accounting in cer- 
tain circumstances. If, for example, 
an investment manager is trading 
actively, might it not be best to com- 
pare his sale proceeds on a given 
security with the most recent pur- 
chase price? Again suppose, as some- 
times happens, that a company ac- 
quires a large block of shares in an- 
other company, and these shares sub- 
sequently appreciate greatly in price. 
If the holding company continues to 
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make small purchases and sales of 
stock of the other company, either the 
average cost or the Fifo method may 
be unsatisfactory, because both meth- 
ods will result in showing a large 
profit on any sale regardless of 
whether the recent course of trading 
has been profitable. Here also a Lifo 
assumption would seem more satis- 
factory. 


Determining Profit or Loss 

Although variation exists in the 
basis used for determining a profit or 
loss on sale, there is no support in 
accounting conventions for not making 
some determination of profit or loss 
every time a security is sold. This is 
the point at which the investment 
manager may differ from generally 
accepted accounting conventions. His 
argument is as follows: “My job is to 
earn income on the money entrusted 
to me, and to do this I have to keep 
my funds fully invested. To keep the 
capital safe most of my funds are in- 
vested in non-speculative bonds and 
debentures. If I hold a bond until 
maturity, my accounts will show a 
steady income and no profit or loss on 
maturity. Now, suppose that I decide 
halfway through the life of that bond 
that it would be good policy to hold 
a bond with a different maturity date, 
either shorter or longer, although still 
one having the same investment qual- 
ity. I go to my broker, and I trade 
bonds with him (actually I sell my 
bond and buy the other, but the 
effect is the same — no cash changes 
hands). Why has a profit or loss 
arisen on that exchange? If I had not 
made a trade I would have shown no 
profit or loss. There was no profit or 
loss on the trade since I received a 
bond of equal market value to that 
which I gave up. Why then should 
the account show a profit or loss as a 
result of that transaction?” 
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This argument seems logical and 
persuasive. In the remainder of this 
article two modifications to existing 
accounting rules are suggested to 
meet these objections. For con- 
venience these are designated as the 
“exchange” accounting convention 
and the “par value” accounting con- 
vention. 


“Exchange” Convention 
The following example will serve 
as an illustration. Suppose: 


(a) An investment fund holds $100,- 
000 of 3% bonds (issue A), 
bought 15 years ago at par, and 
maturing in five years. Since the 
date of issue interest rates have 
risen, and issue A now is quoted 
at 91.25 to sell on a 5% yield 
basis. 

(b) The investment manager wishes 
to lengthen the term of his port- 
folio. He has decided, therefore, 
to sell issue A, and reinvest the 
proceeds in issue B. This issue 
is an obligation of the same 
debtor as issue A, but its matur- 
ity date is 10 years hence instead 
of five years, and it carries a 
4% coupon instead of 32. 

(c) The market quote on issue B is 
92.21, to yield 5% to maturity 
(the same yield as on issue A). 


On the above suppositions, the pro- 
ceeds from the sale of issue A will 
amount to $91,250. With this, the in- 
vestment manager is able to buy 
$91,250 = 92.21 or $98,959 par value 
in issue B. (For the purpose of this 
illustration, the fact that bonds are 
customarily issued with par values in 
multiples of $50, $100, $500 or $1,000 
is ignored). 


Using normal accounting rules, the 
above would be recorded as follows: 


(1) Since issue A was bought at par, 


its book value was $100,000. An- 
nual income was 3%, or $3,000. 

(2) On disposal of issue A, a capital 
loss of $8,750 ($100,000 — $91,- 
250) would be recorded. 

(3) Issue B would be entered on the 
books at its cost, $91,250. In the 
first full year in which it was 
held, income of $4,562 would be 
recorded, consisting of: 

Coupon interest—4% of $98,959 ....$3,958 
Amortization towards par value 


at maturity date? . 604 
$4,562 
Thus, under normal accounting 


rules an immediate loss would be re- 
cognized, and thereafter the income 
shown by the fund would rise. 


Is this reasonable? What the invest- 
ment fund did was to trade the right 
to receive $1,500 semi-annually for 
5 years, and $100,000 at the end of 
that period, for the right to receive 
$1,979 semi-annually for 10 years, 
and $98,959 at the end of that period. 
According to the market, these two 
rights were of equal value. Why, 
then, should the accounts record a 
capital loss when they are exchanged? 
Also, the yields on issue A and issue 
B, based on market values at the date 
of exchange, were equal. Why then 
should the accounts reflect an increase 
in income when issue A is traded for 
issue BP 


Basically, all that occurred in this 
exchange was that one issue yielding 
5% at market value, and due in five 
years, was exchanged for another 





1 Amortization is computed here, and later 
in this article, on a mathematically cor- 
rect basis, as determined by the use of 
bond tables. Amortization computed on a 
straight line assumption would be slightly 
different in each case. 
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issue yielding 5% due in 10 years. In 
other words, by making this exchange 
the investment manager merely as- 
sured himself that he would be hold- 
ing an issue yielding 5% in the period 
five to 10 years hence. Therefore the 
accounting should be such that no 
capital loss is recorded at the date of 
exchange, but five years later issue B 
will be carried on the books at a value 
that will produce a yield of 5% when 
amortized to maturity. Specifically, 
in the illustration given: 


(1) At the date of trade, issue B 
would be assigned the former 
bock value of issue A, that is, 
issue B would be put on the 
books at $100,000, thereby avoid- 
ing showing a capital loss. 


(2) In the next five years the book 
value of issue B would be amor- 
tized down to $94,625. This is 
the figure necessary to produce 
a book yield of 5% on issue B 
over the last five years of its 
term, and also the figure at which 
issue B would have stood on the 
books at that date if it had been 
recorded at its original cost of 
$91,250, and amortized upwards. 
Thus the amortization of issue 


If no trade 
had occurred 


% of income to capital 
during first 15 years 
of issue A 


Capital loss booked at 
date of trade 


% of income to capital 
during next five years 


% of income to capital 
during following five years 


Capital at end of period 
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B in the first five years would 
really consist of two compon- 
ents: 


(a) A write-off of the difference 
between book value and 
sales proceeds of issue A 
over the five years. 


The normal write-up of issue 
B from its purchase price 
towards its par value at its 
maturity date. 


(3) In the following five years the 
amortization of issue B would be 
revised so as to write it up from 
$94,625 to its par value of $98,- 
959 over its remaining life. 


(b) 


As a result of the amortization 
downward of issue B in the first five 
years after the exchange, book income 
would continue at the 3% level former- 
ly obtained on issue A. After the 
maturity date of issue A, book yield 
would rise to 5%. 

To sum up this illustration let us 
compare, in brief, what normal ac- 
counting would show and what “ex- 
change” accounting would show in 
this transaction (see below). 

A similar difference between normal 
accounting and “exchange” account- 


If the trade is made 
Conventional Exchange 
Accounting Accounting 
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ing would exist if the sale price of 
issue A on the exchange was in excess 
of book value. Under normal account- 
ing a capital profit would be shown 
and thereafter the rate of income 
would be reduced. Under “exchange” 
accounting the gain on disposal of 
issue A would be amortized into in- 
come (as part of the amortization of 
issue B) so that the rate of income 
would be maintained until the matur- 
ity date of issue A, and thereafter 
would become the yield determined 
by the purchase of issue B. 

The preceding example has illus- 
trated “exchange” accounting when 
the maturity date of the security hold- 
ing has been extended. Similar ex- 
amples can be worked out to indicate 
that exchange accounting is equally 
valid when the security given up on 
the exchange has a longer term than 
the one acquired. Here again, if two 
bonds are exchanged with identical 
market yields the accounting should 
be such that the book yield is not 
altered as a result of the exchange. 
This means that the apparent gain or 
loss on the bond given up in the 
exchange must be amortized over the 
period to its maturity date and, since 
this is longer than the period to ma- 
turity of the bond acquired, an un- 
amortized credit or debit will remain 
on the books after the maturity of 
the latter. This would be objection- 
able if the cash available at that time 
were not to be reinvested. However, 
where the investment fund is of an 
enduring nature it cannot hold its cash 
idle for very long, and in these cir- 
cumstances this peculiarity of ex- 
change accounting seems unimport- 
ant. 

In the foregoing examples. it has 
been assumed that the yield on the 
bond acquired in the exchange is the 
same as that on the bond given up. 
In practice this will rarely be true, but 


the principle of exchange accounting 
is not affected by this. Under ex- 
change accounting, if an exchange is 
made of bonds with different market 
yields the book yield will be modified 
to the extent of the difference in mar 
ket yield of the bonds exchanged. 
Thus, if a fund sells a bond yielding 
3% on book value, for a market price 
which produces a yield of 44%, and 
takes in exchange a bond which yields 
5% on market value, the book yield 
will improve by 4% from 3% to 34%. 


“Par Value” Convention 

Although “exchange” accounting 
appears logical, it has some practical 
difficulties. In the first place, the 
bookkeeping is made more difficult for 
securities acquired in an exchange, 
because the amortization will be one 
figure until maturity date of the bond 
sold and a different figure thereafter. 
Secondly, there are difficulties in de- 
fining what is an “exchange”. Must 
the purchase take place coincidental 
with the sale? Or can there be a 
lapse of a day, week or month be- 
tween purchase and sale? 


Both these difficulties in exchange 
accounting can be overcome by 
broadening its theory. Exchange ac- 
counting is appropriate for large, con- 
servatively managed investment funds 
which are not likely to be reduced 
in size for many years, if at all. 
These would include such investment 
funds as charitable endowments, pen- 
sion trusts, life insurance funds, etc. 
In these circumstances is an exact 
matching of investment switches 


essential? In the nature of things 
funds arising from the sale of invest- 
ments will have to be reinvested with- 
out too great a delay. Therefore. let 
the difference between book value 
and proceeds on disposal of invest- 
ments be credited or debited to a de- 
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ferred account to be written off over 
the remaining term of the bond sold 
—to the call date if a loss, and to the 
maturity date if a profit. New pur- 
chases can then be amortized in the 
normal fashion and little additional 
bookkeeping is required. 

If this is accepted, a further simpli- 
fication in bookkeeping becomes pos- 
sible. When a bond is purchased it 
can be put on the books at par value, 
and the difference between cost and 
par value debited or credited to the 
deferred account, to be amortized in 
the normal way. (This separation of 
amortization on purchase and sale 
involves a small error. For example, 
if a bond is bought at a discount, its 
amortization upwards will be to ma- 
turity date. If it is sold at a discount, 
the write-off of the difference would 
be to the call date. This would be a 
slightly different result from that ob- 
tained by offsetting the sale price 
against amortized purchase cost and 
carrying forward merely the net gain 
or loss. The error, however, would 
be on the conservative side and 
would normally be very small.) For 
convenience, this method is here 
called “par value” accounting. 


Advantages 

Is “exchange” accounting or “par 
value” accounting superior to normal 
conventions for accounting for profits 
or losses on disposal of investments? 
This would appear to depend on cir- 
cumstances. If the manager of a secur- 
ity portfolio is actively trying to make 
money by trading, profits and losses 
are the aim of investment, and con- 
ventional methods would be clearly 
superior for reflecting the results 
achieved. (Similarly, in these circum- 
stances it would probably be appro- 
priate not to amortize redeemable 
bonds and debentures, since they 
might well not be held to maturity. ) 
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However, in other circumstances 
exchange accounting or par value ac- 
counting has clear advantages. A 
fund which pursues a policy of in- 
vestment, as distinct from speculation, 
is primarly interested in the amount 
of income that may be safely dis- 
tributed without impairment of cap- 
ital. Once funds are invested, say in 
a 15-year bond, the yield of that bond 
influences the income of the fund for 
the full 15 years. For either the bond 
will be held till maturity, or else the 
capital loss or profit on sale will be 
sufficient to largely offset any gain or 
loss in yield on new bonds acquired. 
In these circumstances the budgeting 
of the fund would be greatly assisted 
by an accounting method that avoids 
erratic shifts of book income associ- 
ated with the recording of capital 
gains or losses. 

In opposition to this, there is the 
traditional accounting emphasis on 
realization as the time when the final 
gain or loss should be computed. The 
answer to this objection is that, in a 
sense, a switch of investments in a 
permanent fund does not represent a 
realization. Realization would only 
take place if some fund assets were 
sold and the cash obtained were with- 
drawn from the fund. Normally the 
investment funds are continually re- 
volving; some securities mature and 
new investments are made, others are 
sold to make way for new invest- 
ments. Whether a loss or gain appears 
as a result of such sales is largely 
fortuitous, depending on the general 
level of interest rates. Since such a 
gain or loss is of minor significance, 
there is little merit in insisting on an 
accounting convention which is gear- 
ed to disclose it. 


Limitations and Rules 


So far we have considered the cir- 
cumstances in which the use of ex- 
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change accounting or par value ac- 
counting would be appropriate. In 
closing, let us consider the limitations 
on their use and the rules that must 
be devised to see that they are only 
used where appropriate. 


‘ 


bo 


These conventions can only be 
used with securities having a 
definite maturity date, because the 
difference between sale price and 
book value of any security sold 
must be amortized over the period 
to its maturity. Thus exchange or 
par value accounting has no appli- 
cation to holdings of stock, or non- 
redeemable bonds or debentures. 
A fundamental assumption of ex- 
change accounting or par value 
accounting is that a security sold 
would have realized par value at 
maturity if it had not been sold. 
It is only on this basis that the 
difference between sale price and 
book value can be regarded as an 
adjustment of future yield, rather 
than a realized loss or profit at sale 
date. It follows from this that ex- 
change accounting or par value 
accounting is only appropriate for 
bonds and debentures of secure in- 
vestment quality. It is therefore 
necessary to set up some criteria 
to distinguish between security 
purchases which would qualify for 
this treatment and securities of a 
more speculative nature which 
should be accounted for different- 
ly. Possibly a purchase might be 
classed as speculative if the ap- 
parent yield on its purchase price 
exceeds that available on govern- 
ment bonds of similar term by 
more than a given number of 
points, or more elaborate criteria 
might be established. 


3. In addition, if a security that ap- 


peared sound when purchased 
loses its secure status, it should not 
be possible to cover up a real loss 
by exchange accounting or par 
value accounting. A rule should be 
established that if any security car- 
ried in the non-speculative section 
of the portfolio is sold, and could 
not at the date of sale meet the 
tests for qualification as a non- 
speculative security, any loss on 
sale should be written off directly. 


. The carry-forward on the books 


of a difference between sale price 
and book value of an individual 
investment is justified only on the 
basis that the investment must be 
replaced, and the fund as a whole 
continues. Therefore, exchange 
accounting or par value account- 
ing should theoretically only be 
applied to permanent aggregations 
of funds. In practice this would 
be unnecessarily restrictive, since 
many investment funds, although 
open to withdrawal, tend to grow 
with the growth of population and 
the economy and rarely, if ever, 
diminish. Under exchange account- 
ing, a withdrawal of funds is 
automatically accounted for prop- 
erly, since there will be no rein- 
vestment of funds arising on sale, 
and therefore profit or loss must 
be recognized. However, under 
par value accounting care must be 
taken to see that if in any account- 
ing period the investment fund is 
reduced by withdrawals in excess 
of receipts, the deferred debit or 
credit account is analyzed, and an 
appropriate portion written off to 
reflect the overall reduction of the 


fund. 
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THE QuesTION of using audit staff 
effectively is of prime concern to 
practitioners, many of whom at some 
point have considered the respect- 
ive merits of the two basic types of 
organization, viz. the “pool” and the 
“group or staff”. 

The pool organization is one in 
which engagements are assigned to 
the partners. In consultation with 
their supervisor or manager, the part- 
ners schedule the work to be done for 
a given period, and set opposite each 
assignment the number of assistants 
required at the various experience 
levels. This schedule is then passed 
to the pool manager who allocates 
the staff members who will be as- 
signed to the engagements. He en- 
sures adequate continuity of experi- 
ence on each engagement by refer- 
ring to the client’s card showing 
which staff members have attended 
in earlier visits. The pool manager 
subsequently coordinates the _ re- 
assigning of staff to meet delays and 
other upsets in the schedule. 


Under the group or staff system the 
entire audit staff is divided into a 
number of similar units, each being 
assigned to a partner or group of 
partners. Each group thus formed 
schedules its own assignments and 
personnel pretty much as an auton- 
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omous unit. A personnel manager 
is needed for selection of new assist- 
ants based on the groups’ require- 
ments, for the coordination of person- 
nel administration, and as a control 
device on the equitable treatment of 
assistants by the different groups. 


Before choosing either the pool or 
group method, the practitioner should 
ponder on major objectives in carry- 
ing out an audit engagement. These 
are: 

Accepted standards—to carry out 
the engagements in accordance with 
the accepted standards of the pro- 
fession and the firm. 


Audit conduct—to conduct the en- 
gagement to the satisfaction of and 
with a minimum of inconvenience to 
the client. 


Time expended—to achieve com- 
pletion of the engagement by the 
target date, with a minimum expendi- 
ture of time by the proper number of 
personnel of appropriate qualifica- 
tions, and with a minimum of admin- 
istration. 


Continuity—to assign such person- 
nel as will provide, as far as possible, 
continuity of knowledge of each en- 
gagement regardless of normal staff 
turnover. 


Training—to discharge the responsi- 
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bility to provide undergraduate staff 
with as much training and practical 
experience as possible, and to further 
the experience and technical stand- 
ard of qualified assistants. 

Staff requirements—to set up con- 
trol devices respecting the determina- 
tion of staff requirements. 

Work load—to effect as even as pos- 
sible a distribution of out-of-town 
and overtime work to all staff mem- 
bers. 

Staff progress—to incorporate desir- 
able personnel practices, e.g. (i) the 
assessment of an individual’s prog- 
ress, (ii) the selection of the most de- 
serving for promotion and salary in- 
crease, (iii) equal treatment for all 
requests for time off, etc. 

Results—to render each client the 
highest possible standard of profes- 
sional skill and service for a reason- 
able fee, and to achieve a_ profit 
therefrom. 

We can now examine the most im- 
portant advantages of both systems 
and relate each to one of the above 
objectives. 


Group System 

1. Each audit group knows how 
many assistants it controls, and 
can determine their assignments 
without recourse to a coordin- 
ator or a “referee”. 

In this smaller unit, each staff 

member’s qualities and progress 

can be closely and quickly 
assessed. 

3. Less record-keeping of assign- 
ments is required, although there 
are more people involved. 

4. The group, when faced with a 
necessary change in its work 
schedule, can accomplish the 


bo 


change without fear that the as- 
sistants involved may be with- 
drawn from its control. 
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5. The members of the group have 
an identity as such, and become 
familiar with one another’s work 
habits. 

6. The partners are able to operate 
as individual practitioners and to 
require observance of their in- 
dividual preferences in the con- 
duct of the audit; members of 
the group become familiar with 
these requirements and are able 
to keep them in mind during 
each phase of their work. 

7. An inter-group spirit of com- 
petition and esprit de corps can 
be built up. 


Pool System 

1. The relocation of staff can be 
achieved with minimum disrup- 
tion, since the audit team most 
capable of supplying a needed 
man does so, on a staff-wide 
basis. 
Urgent and special assignments 
can be covered quickly and ade- 
quately; the required staff is ob- 
tained from the teams most cap- 
able of releasing them, and these 
teams compensate for their loss 
by adjusting the remaining as- 
sistants’ work hours to retain the 
budgeted finishing date. 

3. No loans, as between groups, are 
necessary; the pool manager 
knows what is required and 
where the appropriate assistants 
are, and therefore a minimum of 
negotiation is needed. 

4. The determination of staff re- 
quirements is facilitated, and 
constant review by groups is ob- 
viated; the schedule of work and 
staff assigned thereto reflects a 
condition of staff shortage or sur- 
plus, at what time of the year it 
occurs, and at what experience 
levels it exists. 


bo 
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10. 


5. The prevention of an excess staff 


condition is eased; in contrast, 
each group has to compromise 
between its work peaks and 
troughs by carrying more staff 
than the trough minimum, and 
hence it may be inclined to be- 
come a little “fat” during a large 
part of the year, and this fat is 
costly. 

Since the incidence of unassign- 
ed assistants’ time can be fore- 
cast from the work schedule, ad- 
vance steps can be taken to ar- 
range for training, research, or 
internal work projects; such time 
may even be forced so that a 
group of assistants is available at 
the same time for training dis- 
cussion groups. 

It is probable that, in the hands 
of a pool manager, the total ad- 
ministration time spent by part- 
ners and supervisors under the 
group system would be material- 
ly reduced, and should certainly 
free their minds of staff prob- 
lems. 

The assessment of an assistant’s 
capabilities and performance is 
not subject to varying standards 
as when a number of people pre- 
pare these assessments; when 
higher classifications are to be 
filled, the best qualified among 
the entire staff are known, not 
merely the best in the group, and 
fairer decisions are a result. 
Because a “controlled rotation” 
feature can be built into the 
pool system, wider experience is 
available to staff at all levels, and 
no student becomes “stuck” in 
the depths of a vault for weeks 
on end (to suggest the worst! ). 
It should be possible to spread 
overtime and out-of-town work 
more evenly among the staff 
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11. 


12. 


13. 


14. 


15. 






than is possible under the group 
system where the extent of these 
types of assignment depend on 
location of the group’s clients, 
and which can vary considerably 
between groups. 


Particularly at the more senior 
staff levels, specialization by in- 
dustry or types of clients is pos- 
sible as and where it is consider- 
ed advantageous. 


The pool system requires greater 
adherence to time budgets; to 
avoid overlap of finishing and 
starting date of scheduled assign- 
ments, supervisors and in-charge 
seniors must watch the progress 
on each assignment to ensure its 
completion by the scheduled 
date, and may call for overtime 
to do so. This reduces re-sched- 
uling to a minimum, makes the 
staff time-conscious, sets stand- 
ards of production, and prevents 
the time budget from being ex- 
ceeded unnecessarily. 


Personality differences or anti- 
pathy opposite his superiors does 
not work to an_ individual's 
detriment to the same extent as 
if he is permanently assigned to 
one group. 

Due to his rotation, each assist- 
ant becomes acquainted with 
many more staff members and 
partners than is the usual experi- 
ence under the group organiza- 
tion; the feeling of a large firm 
and team is enhanced thereby. 


The controlled rotation possible 
in pooling permits a fresh look to 
be taken by newcomers to the as- 
signment, especially the in-charge 
senior, and this may result in im- 
proved efficiency of the audit 
program and in valuable recom- 
mendations to the client. 
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16. Pooling fosters the standardiza- 
tion of methods, procedures, 
working papers, statements, etc.; 
necessarily, each assistant must 
be capable of joining a team and 
being “in step”, and this is pos- 
sible only if standard procedures 
and training in them are in 
effect. 


Undoubtedly the reader can offer 
more pros and cons for each of the 
pool and group types of organization, 
but the above are submitted as the 
most important ones of universal ap- 
plication. 

And there are other issues and 
problems to be considered, the more 
notable of them being the folowing: 

To what level should staff be 
pooled? The major point here is 
continuity of experience and know- 
ledge of the assignment. It seems log- 
ical to say that the highest classifica- 
tion within which rotation is not 
deemed desirable is the one immedi- 
ately above the level that should be 
pooled. It should be borne in mind 
also that interesting work is high on 
the employee’s list of desirable fea- 
tures in his employment. The student 
is perhaps too occupied with gaining 
experience to concern himself with 
this feature, but the qualified assist- 
ant is looking for diversification and 
challenge. 

Since the normal staff turnover 
consists of a flow of qualified person- 
nel to industry and a corresponding 
intake of new students, the danger of 
loss of continuity exists at the quali- 
fied man’s level, and there must be 
some insurance that one man’s resig- 
nation will not break continuity. 

What might be the client’s reaction 
to pooling? It might be feared that 
the client’s reaction to rotation of 
audit staff would be one of concern 
that many new faces would appear 
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on each visit, each asking the same 
questions that had been answered for 
previous auditors. Such clients will 
surely appreciate that even normal 
staff turnover necessitates changes 
and that by controlled rotation his 
audit will always be performed by 
men familiar with his procedures. 
We may also appreciate the “fresh 
look” aspect referred to earlier. 


What will be the audit staff's re- 
action to being pooled? Loss of iden- 
tity has been claimed as one possible 
reaction, since the individual is 
floating rather than attached to a 
unit. But surely the benefits accru- 
ing to the staff in the pooling system 
far outweigh any such feeling. To 
restate some of these advantages: 
promotion by merit, wider experi- 
ence, more equal work load in terms 
of overtime and out-of-town assign- 
ments, more incentive to compete 
and excel, more acquaintances with- 
in and without the firm. 

Does the pool system require a 
referee? What happens when the 
same key assistant is required for two 
audits simultaneously? This would 
be a rare situation if the controlled 
rotation is adequately carried out, for 
there should always be more than one 
assistant capable and_ experienced 
enough to carry out the assignment 
equally __ satisfactorily. | However, 
against such an event, it would be 
prudent to establish a referee or arbi- 
tration committee to whom the pool 
manager could refer his problem. 

Are salary costs higher under pool- 
ing? Here, one thinks first of the 
apparent need of an additional man, 
the pool manager. On the premise 
stated earlier that this man’s activi- 
ties should relieve supervisors and 
partners of the majority of their ad- 
ministration time, and on the exten- 
sion of it that the time thus made 
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available to the latter can be devoted 
to productive time at charge-out 
rates, it is submitted that, if a pres- 
ent staff member is appointed pool 
manager, the resulting increased in- 
come should exceed the manager’s 
salary. 

In addition, there is the offered 
hope that the pooling method would 
trim the size of the entire staff down 
to a minimum compatible with the 
requirements of a yearly cycle. 

Further, there is the prospect of 
reducing (or at least putting to good 
use) unassigned time by the overall 
planning possible in the hands of a 
central manager. 


What happens when a client is not 
ready when scheduled? Past experi- 
ence is valuable here, in that provi- 
sion can be made in the work sched- 
ule against the chronic unprepared- 
ness of certain clients. Where delays 
are encountered in this manner, they 
must be met by re-scheduling pro- 
vided other clients’ work does not 
suffer as a result of the scheduled 
changes. 


What happens when audit B is due 
but audit A is not completed? This 
event presumes that the same _per- 
sonnel are involved. The situation 
should not occur if proper supervision 
is given to the progress of each assign- 
ment, for if it appears that the target 
date will not be met at current speed, 
then overtime is called for to the 
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extent necessary to meet the sched- 
uled completion date. If such is not 
possible, the team must be bolstered 
by adding personnel from other 
teams who are ahead of their sched- 
ules or who can best absorb a loss 
in strength. The existence of such a 
possibility should have a salutary 
effect on in-charge seniors when they 
are on either the receiving or giving 
end. The objective is to meet the 
schedule requirements if at all pos- 
sible, to prevent undue further plan- 
ning and to protect future time allot- 
ted to other audits whether in the 
same schedule period or the next. 

Where is staff obtained for special 
assignments? Overtime is reserve 
manpower. On determining the staff 
required for a special un-scheduled 
assignment, such staff are withdrawn 
from other teams, and these teams in- 
crease their hours of work to com- 
pensate for the loss and still meet 
their own target dates. 

The reader should not think that 
the pooling system is something rad- 
ical which requires publicity to gain 
its acceptance. It is not new, but ap- 
parently the majority of medium and 
large-sized firms still use the group 
style of audit staff organization. Yet 
there seems to be so much more to be 
said for pooling, at least at the dis- 
cussion level, that it leaves one won- 
dering if it is not also preferable to 
the group or staff method at the 
practical level. 
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Public School Accounting 





THe EXPENDITURES being made by 
governments in Canada have increas- 
ed year by year to the point where to- 
day the problem of financing these 
expenditures has become a matter 
which is receiving more attention 
than ever before by public bodies and 
other public spirited citizens. One 
important consideration to be faced 
is that of having an equitable distri- 
bution of the taxes collected across 
the country between each of the three 
levels of government, federal, provin- 
cial and municipal. 

One of the important responsibili- 
ties of the province is to provide ade- 
quate financing for the public school 
systems, and a substantial part of the 
funds required for this purpose must 
be made available out of the reven- 
ues received by the provinces in the 
form of taxes. Unless adequate funds 
are made available by the provinces, 
these schools could not be operated 
in a manner to provide our children 
with the type of education which our 
modern standards demand. Similar- 
ly, financing for capital purposes is 
carried out under the authority of the 
provincial government, and any lack 
of funds would result in the curtail- 
ment of provision of proper building 
facilities essential to enable the 
schools to be operated efficiently at 
a minimum cost per child educated. 


CLAUDE H. T. HULME, C.A. 


The methods used to finance the 
public schools and the accounting 
procedures generally followed in 
maintaining control over the expendi- 
tures for school facilities and opera- 
tions, together with some of the prob- 
lems encountered, are being present- 
ed with the expectation that they will 
be of some general interest to those 
engaged in any of the occupations as- 
sociated with public school education 
and its requirements. 

The governing bodies of the pub- 
lic school systems are the school 
boards for each school district. They 
are elected by the taxpayers in the 
same manner as municipal councils 
are elected by the citizens whom they 
represent. Each school board elects 
its own chairman, who is the chief 
executive officer. A secretary-treas- 
urer is appointed to act as the prin- 
cipal administration officer. 


Preparation of Annual Budget 

Prior to each school year, an annual 
budget is prepared which is divided 
into two sections, revenue fund and 
capital fund. 

The revenue budget covers the 
cost of operating the schools and is 
used as a basis to establish the schoo! 
tax rates for the ensuing year. The 
capital budget provides for the cost of 
new schools and other capital expen- 
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ditures as well as the means of f- 
nancing these expenditures by provin- 
cial government grants or the issue of 
bonds. 

The first step in the preparation of 
the budget is to estimate the operat- 
ing expenses for the year. The ma- 
jor expense item in the revenue fund 
budget is teachers’ salaries. These 
may be established with reasonable 
accuracy by estimating the teaching 
staff required, using the census of 
school-age children in the district as 
a basis. The other expenses can be 
budgeted largely on the basis of ex- 
perience of previous years with al- 
lowances being made for any increas- 
ed facilities and other changes. 

A valuation roll is prepared on all 
properties taxable by the board, and 
care must be taken to have the values 
determined on an equitable basis as 
tax rates are based on the total of 
the valuation roll. In many areas the 
municipal roll is accepted by the 
board, and the cost of revaluation of 
properties is avoided. However, it is 
unfortunate that in some areas the 
boundaries of school municipalities 
do not coincide with municipal bor- 
ders. If the adjoining municipalities 
do not all use a common method of 
establishing property valuations, the 
board must adjust the various muni- 
cipal rolls to arrive at one roll, in 
which all values are on as equitable 
a basis as possible. This results in 
additional expense being incurred in 
hiring assessors, maintaining addition- 
al records and, in some instances, set- 
ting up a board of revision to rule on 
complaints from property owners. 


The revenue is determined by esti- 
mating government grants and other 
revenue to be received. The grants 
to be received may be estimated rea- 
sonably accurately on the basis of past 
practice of the government concerned. 
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Other revenue consists of such items 
as hall rentals, school fees, cafeteria 
receipts and the like. For the most 
part, these can be readily calculated. 
Based on these estimates, a large ex- 
cess of expenditure over revenue will 
result. This amount must be made 
up by the taxpayers by means of 
school taxes. The excess of expendi- 
ture divided by the total valuation 
furnishes the mill rate to be applied 
to the roll. 

As an example, let us assume the 
excess of expenditure to be $120,050 
and the valuation roll to total $343,- 
000. This calculation would indicate 
a rate of 3.5 mills or 35 cents per 
$100 valuation. This calculation re- 
sults in a balanced budget and the 
school board must then, in most pro- 
vinces, submit its figures to the De- 
partment of Education for approval. 
Upon receipt of this approval, tax no- 
tices are then sent to the individual 
taxpayers. 


Accounting Records 


The accounting records of the 
board usually consist of a general 
ledger, journal and cash books; in 
addition, valuation rolls and tax rolls 
must be maintained. These records 
show individual valuations of proper- 
ties, tax amounts, payments received 
from the taxpayer, and the amount of 
taxes in arrears. These tax rolls take 
the place of the sales journal and ac- 
counts receivable ledger used in a 
commercial sales business. In some 
of the smaller boards, the two rolls 
are combined in one record. 


Collection of Tax Revenue 

The tax notices mailed to individ- 
ual taxpayers constitute the board’s 
billing. It is then the taxpayer’s re- 
sponsibility to pay. The practice to- 
day is for school boards to charge in- 
terest if taxes remain unpaid beyond 
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PUBLIC SCHOOL ACCOUNTING 


the due date, which is usually 30 days 
from mailing of the tax notice. The 
board usually collects the taxes itself, 
but it may, in some provinces, request 
the municipal authorities to collect 
school taxes on its behalf. This may 
save a great deal of accounting for 
the school board staff in recording of 
cash receipts, where the municipality 
or municipalities concerned maintain 
efficient accounting systems and staff. 
The municipalities may charge for 
this service. 


Tax arrears must be recorded in a 
manner which enables the board to 
decide when appropriate action 
should be taken to collect arrears of 
taxes. Although school boards have 
the right to sue for non-payment of 
taxes, their right is subordinate to 
that of the municipality, with the re- 
sult that, in some localities, no action 
can be taken. 


In some areas, where separate 
school systems exist, the problems of 
the school board are considerably in- 
creased. It becomes necessary to es- 
tablish the religion of proprietors 
within the area over which the board 
has jurisdiction. The boards some- 
times have different property valua- 
tion systems as well as different tax 
rates. Under these circumstances, it 
might prove advantageous for a tax- 
payer to pay taxes to one board while 
his religion would indicate that he 
should pay to another. For this rea- 
son, close cooperation is essential with 
municipal authorities and with other 
boards to obtain a fair distribution of 
taxes. Further complications arise 
where the boundaries of separate 
school boards do not coincide with 
each other and, in addition, where the 
municipal boundaries differ from 
those of the various school boards 
concerned in a given area. In areas 
where separate school systems exist 
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an additional problem is encountered 
in the case of property owned by 
corporations with the result that no 
religious classifications may be made. 
In order to tax corporations, a separ- 
ate roll is prepared and taxed at a 
rate which is usually higher than that 
paid by other taxpayers. The taxes 
are collected from this neutral panel 
by one of the boards in the area. 
This board then distributes the pro- 
ceeds to the other boards entitled to a 
share in the taxes. The share due to 
each board is established on the basis 
of a census of school-age children do- 
miciled in the area under the jurisdic- 
tion of the various boards. It should 
be noted that this is based on domi- 
cile whether or not the children act- 
ually attend the schools of the board 
concerned. 


Other Revenue 

The second largest item of rev- 
enue is from government grants. 
These are usually received in rela- 
tively large amounts from time to 
time. The school board has no con- 
trol over the date of receipt of these 
amounts. In the event that the provin- 
cial government concerned changes 
its basis of distribution of these am- 
ounts, large variances may occur in 
the budgeted figures of the board. 

Another source of revenue in some 
areas is the charging of school fees. 
These are generally collected by the 
teachers on a monthly basis and re- 
mitted to the secretary-treasurer. The 
same procedures are followed for 
special tuition fees charged for the 
educating of students attending 
schools outside the jurisdiction where 
their domicile is situated. 


Capital Fund 

In addition to the revenue or gen- 
eral fund, discussed in the foregoing, 
the capital fund forms an important 
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part in the accounts of a school 
board. The purpose of the capital 
fund is to provide for the acquisition 
and financing of capital assets. These 
consist principally of the school build- 
ings, land and school furniture. 

The accounting principles involved 
are the same as those outlined for the 
revenue fund except that the expense 
budget is more easily established. 
Disbursements from this fund, other 
than for purchase of capital assets, 
are generally restricted to the re- 
demption of bonds and payment of 
interest on outstanding bond issues. 
Here again, government grants are 
received, but a portion of the expen- 
diture must be met by levying a tax 
on the proprietors. This is usually 
done by means of a special tax which 
distinguishes the payment as being of 
a capital nature. Special books are 
available into which bond coupons 
paid and the redeemed bonds may be 
pasted. The blank spaces indicate 
outstanding bonds and interest cou- 
pons. School boards having several 
bond issues outstanding have found it 
to their advantage to maintain separ- 
ate bank accounts for each bond is- 
sue. As the payment date approaches 
for interest or bond redemptions, 
transfers, in the required amounts, 
are made to the various bond and 
coupon accounts. This provides the 
secretary-treasurer with a_ useful 
means of double checking, as the out- 
standing bank balances mav be recon- 
ciled to the book maintained in re- 
spect of each bond issue. Unlike 
manufacturing and trading organiza- 
tions, no depreciation charges are 
made in the accounts. Capital pur- 
chases are being paid for over the 
term of the related bond issue. If de- 
preciation were charged, the present- 
day taxpayers would be in the posi- 
tion of paying for both the cost of 
the existing school buildings and any 
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replacements thereof in future years, 
at which time they might no longer 
be residents of the area. 


Inter-Fund Accounts 


These amounts are paid by one 
fund but chargeable to another. As 
an example, let us assume that $8,000 
was required for office and library 
furniture during the year. A capital 
amount such as this would not neces- 
sitate a separate bond issue, but could 
be more easily handled by making 
payment from the revenue fund. 
However, this should not be consid- 
ered as current year’s operating ex- 
pense and should be shown as an ad- 
vance to the capital fund. At the time 
of the next bond issue, the amount 
of $8,000 would be added to the cap- 
ital amount required. When the pro- 
ceeds of the bond issue are received, 
repayment to the revenue fund would 
then be made. 


Central School Boards 


Since the end of World War II, the 
growth in population in suburban 
areas has meant a tremendous expan- 
sion of school boards, particularly 
those on the fringes of large cities. 
This created seemingly insurmount- 
able obstacles to the small boards 
concerned, both as to school facilities 
and personnel. Many new teachers 
were needed along with additional 
office personnel to cope with the in- 
creased volume of transactions, as well 
as board members who could keep 
abreast of new financial developments 
which have included increased inter- 
est rates and a tight money supply. A 
solution was found in the grouping of 
a number of these small boards under 
one central board. Among the ad- 
vantages of central boards was a bet- 
ter credit rating which aided greatly 
in providing new schools in those 
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areas where the need was most press- 
ing. 

Another important advantage was 
that in some districts, where none of 
the individual members of the central 
board could afford a high school, a 
central high school was built and 
charged to member boards on a basis 
proportionate to the use made of it. 
Many different forms of central 
school boards exist today, each de- 
signed to suit the conditions of the 
area in which it functions. One of the 
main obstacles to the creation of cen- 
tral school boards has been the in- 
creased problems involved in assess- 
ing properties on an equitable basis 
throughout the area over which the 
central board has jurisdiction. In 
order to do this, adjustments have 
been required to the municipal valu- 
ations in a number of instances. This 
has led to some disagreements be- 
tween regions which have to be set- 
tled by members of central boards. 
This again emphasizes the importance 
of maintaining the cooperation of the 
municipal authorities concerned. 


Financial Statements 


The accounting functions and fi- 
nancial statements generally required 
by a large central school board are 
comparable in scope to those of a 
small or medium-size business enter- 
prise. The following summary is giv- 
en as an example of the year-end 
statements and information schedules 
which may be prepared for a central 
school board: 


1. Balance sheet, divided into two 
parts to show separately the assets 
and liabilities of the revenue and 
capital funds. 


2. Statement of revenue and expen- 
diture, prepared in columnar form 
to show revenue and expenditure 
for each of the local boards. A 
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separate statement would be pre- 
pared for each of the revenue and 
capital funds. 


3. Schedule of cash receipts and dis- 
bursements, prepared in similar 
form to that of the statements of 
revenue and expenditure. 


4, Schedule of bonds payable—show- 
ing the maturity dates, and the 
grants to be received in respect 
of each loan. 


5. Comparative statement of revenue 
and expenditure for the past three 
years with estimates for the cur- 
rent year. Separate statements 
would be prepared for each of the 
two funds. 


6. Summary of fixed assets showing 
balances at the end of each of the 
past five years and information in 
respect of construction in progress 
and contracted for. 


7. Statistical information indicating 
municipal valuations, tax rates, 
number of taxpayers and average 
tax, on a comparative basis for 
the past several years. Additional 
statistics might be given as to the 
number of teachers employed, cost 
of teachers’ salaries, teachers’ av- 
erage salary, the number of pu- 
pils attending the board’s schools 
and the teacher cost per pupil. 


Reports to Government 


As mentioned earlier, education is 
a provincial government responsibil- 
ity and, in order to be in a position 
to properly administer public school 
affairs, the government requires cer- 
tain statistical data. This information 
is furnished in reports which must be 
sent to the government education de- 
partment, at the end of each fiscal 
year. It is the responsibility of the 
secretary-treasurer to see that these 
reports are filed. Examples of the 
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type of information required are as 
follows: 

1. Number of pupils 
Attendance 
Cost per pupil 
Classroom occupancy 

5. Expected growth. 

These reports, as well as the annual 
budget, can have an important bear- 
ing on the type and amount of gov- 
ernment grants to be received and 
are an important part of the account- 
ing functions of a public school. 

In some instances school boards do 
not have adequate funds to meet cur- 
rent operating expenses immediately 
prior to sending out the tax bills. 
Bank assistance is usually obtained 
in the form of short-term loans or 
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overdraft. The interest charged on 
these advances is eventually paid by 
the taxpayers. 


Many school boards have attempt- 
ed to find new means of raising 
money. In some regions, a sales tax 
of 1% or 2% has been added to the 
provincial sales tax. This tax is col- 
lected by the province on behalf of 
the school board and is regularly re- 
mitted to it. 


Although the accounting functions 
of a public school in the various dis- 
tricts across the country may vary to 
cover local situations and conditions, 
the pattern outlined in the foregoing, 
by which funds are obtained and con- 
trolled, is considered to be of gen- 
eral application to all public schools. 


Crowns and Cents 


The ancient Romans, one often feels, must have had a terrible 
time in school and in trade doing arithmetic with those Xs and Vs. 
Certainly modern Italy would be under a severe handicap in learning 
and commerce if she had obstinately clung to the numerical system of 
her imperial forebears, instead of adopting the Arabic notation like 
the rest of us. The British system of pounds, shillings and pence is 


in the same category. 


served where it belongs, in the museums and archives. 


It is a medieval relic which should be pre- 


All that is 


needed is a once-for-all-time effort, to replace it with decimal coinage 
and put the country on a footing to compete with the world — an 
effort costly for the moment in £s.d., but vastly rewarding in the 


future in crowns and cents. 


Last week the Council of the Institute 


of Chartered Accountants in England and Wales in a memorandum 
to the Chancellor, demanded that the Government now fix a date for 


the introduction of decimal coinage. 


We agree. Every month of 


delay is a month of eventual benefit wasted. 


— The Sunday Times, London, England, February 12, 1961. 
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J. CAMPBELL MERRETT 


Needed: A New Look at Urban Development 


Sir Christopher Wren’s epitaph in 
St. Paul’s Cathedral is: “Lector, si 
monumentum requiris, circumspice !— 
Reader, if you seek a monument, look 
around !” The monument to our gener- 
ation may be seen also by looking 
around us at the living environment 
being created in our urban develop- 
ment, and many are coming to realize 
that it is not an impressive one. 


“Cities, as producing centres and 
as an end product, represent our 
greatest single asset.” So states the 
Central Mortgage & Housing Corpora- 
tion’s brief to the Royal Commission 
on Canada’s Economic Prospects. 
What is the city as an end product 
but the community environment in 
which people may live a full life? 
Whether a city is a centre of produc- 
tion or trade, or a seat of government, 
its ultimate social function dominates 
all others, and these are but contribut- 
ory to the fundamental reason for its 
existence. Lewis Mumford says of the 
city: “Social facts are primary, and 
the physical organization of a city, 
its industries and its markets, its lines 
of communication and traffic, must be 
subservient to its social needs.” Re- 
gardless of whether the choice or ac- 
cident of its location resulted from 
its ease of defence, its natural harbour, 
its proximity to power supply or to 
raw material, or its site at a cross- 


roads of trade or communication, the 
city began and developed because 
men sought the benefits of living to- 
gether. 

No great discernment is required 
to realize that the cities and suburbs 
in which we live have not achieved 
the physical and visual qualities or 
the standards of environment that we 
should be entitled to expect and 
should be capable of providing in this 
particular stage of man’s civilization. 
One does not require the technical 
training of the city planner, sociolo- 
gist, traffic engineer or architect to 
know that all is not well physically 
and functionally, nor does one need 
the highly sensitive eye of the artist 
to be affronted by the visual aspects 
of one’s surroundings. 


Disorder and confusion of urban 
development, congestion and _ ineffi- 
ciency of transportation, over-develop- 
ment of land and under-provision of 
accessible open space for relaxation 
and recreation must all be apparent 
to everyone. Newspapers bristle with 
reports and opinions on crime and 
delinquency, street accidents, cost of 
crawling traffic, effects of airports and 
industries on adjacent residential 
areas, conflicting interests regarding 
routes of projected arterial highways, 
and the pollution of waterways. All 
the arguments have been stated and 
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repeated so often, over so many years, 
that it is almost embarrassing to raise 
them again, and yet it must be that 
few have stopped to think about them 
or to consider the answers, and little 
or no concerted effort has been made 
to solve the problems. 


Business Areas 

To refer to our cities as assets 
hints at an economic value which 
certainly they must have, though to 
consider how they function today sug- 
gests frightful economic waste. The 
city also is an intangible asset as 
the culminating symbol of man’s 
highest social aspiration and the visual 
expression of his society: yet to look 
around at typical urban development 
today is to realize that we have crea- 
ted a poor monument to our particular 
way of life. In spite of the benefits, 
social and economic, of living together 
in cities, we display little civic pride 
and produce a minimum of urban 
dignity. Much of the character of a 
great city comes from its important 
edifices, which in the past were re- 
ligious or public buildings or great 
palaces, and from fine streets of homo- 
geneous or at least related architec- 
ture. Modern construction and modern 
society have changed the urban pat- 
tern. Today, commercial buildings 
dominate the city, overshadowing and 
hiding churches, libraries, museums 
and even government buildings. 

The skyscraper brought the oppor- 
tunity to multiply tremendously the 
potential floor space on a given piece 
of land. This should have resulted 
in less congestion of land and more 
open space, but demand for maximum 
return and lack of farsighted control 
produced, instead, ever more crowd- 
ing of taller and taller buildings on to 
the city blocks, obstruction of light 
and air, and less and less open land. 
Added to this, advertising and eye- 


catching publicity resulted in visual 
competition rather than neighbourly 
good manners in architecture. 

At last, however, a conscience seems 
to be emerging, nudged by more in- 
telligent and forward-thinking by- 
laws. Municipal planning departments 
are reviewing the “setback” require- 
ments which produced an era of tall 
buildings stepping back from a base 
covering the entire site. New regula- 
tions call for clear open land or plazas 
at street level and permit, in return, 
greater vertical height. This offers a 
vision of cities with treed and land- 
scaped gardens and a variety of in- 
teresting vistas of low buildings con- 
trasted with high, small ones against 
large, all of them appropriately sited 
and spaced. It gives hope of more 
air and sunlight in the streets, places 
to retreat from the noise and rush 
of traffic and easier flow of pedestrians 
as well as of vehicles. As urban re- 
development progresses, it carries 
great promise of a new civic dignity 
related to the human being. 

While this process gradually chan- 
ges the form of our city centres, ar- 
chitecture itself will follow a line of 
transition from one building technique 
to another. Experimentation and 
change, reaction and fashion are in- 
evitable and will tend to produce 
pleasing and sometimes unpleasing 
variation. Architects must resist the 
urge to be original simply for the sake 
of being different, a temptation to 
which they are open in attempting, 
commendably, to overcome the poten- 
tial sterility of their art inherent in 
standardized facades and copyrighted 
exterior and interior design elements. 
Their clients, particularly the large 
corporations, must equally eschew the 
use of architecture as an advertising 
medium. Good public relations will 
result more readily from good civic 
architecture than from the publicity 
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techniques of the gas station, the 
bowling alley or the hot dog stand. 

Civic manners, like personal man- 
ners, have been too much ignored. 
Grace and charm in architecture, as 
in human relationships, have given 
way to aggressiveness and ostentation. 
Taste may be a personal affair, but a 
sense of fitness and simplicity, which 
is tantamount to good design, is es- 
sential. The reaction against gaudy 
ostentation and wasteful extravagance 
in some fields of industrial design 
seems to have set in. Let us hope that 
it may spread to other design which 
surrounds us daily. Let us resist rapid- 
ly changing fashion and artificial ob- 
solescence in a product as permanent 
as our cities and their buildings. 


Residential Areas 

Commercial buildings dominate the 
city centre, but, in terms of the human 
environment, the most important and 
physically the largest component of 


J. CAMPBELL MER- 
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for the City and County of Saint 
John, N.B., and has acted as consult- 
ant to other municipalities. He is a 
member of the Royal Architectural In- 
stitute of Canada and of the Town 
Planning Institute of Canada. 


any city is its residential areas. These 
form the surroundings in which most 
of the population spends most of its 
time. Only the breadwinners normally 
spend a third of their time in the 
commercial and industrial sections of 
the city. In the residential areas, the 
children grow up, play and are educa- 
ted; the mothers and the older people 
only on occasion go outside the resi- 
dential neighbourhoods. 


Even leaving aside the central 
slums and the blighted areas, and 
considering only the newer fringe and 
suburban residential developments, 
one does not require the guidance of 
any specialist or expert to observe, if 
one observes them at all, that the liv- 
ing accommodation and environment 
offered today leave much to be de- 
sired. Even the relatively expensive 
new communities about our cities, 
with rare exceptions, exhibit poor 
standards of land subdivision, street 
design and dwelling design. The loca- 
tion of parks and open spaces, schools, 
community buildings and shopping 
areas, their relationship to residential 
zones and the protection of these from 
the nuisance of industry and the 
hazards of heavy traffic are seldom 
considered. In spite of an accumula- 
tion of sociological knowledge and 
planning technique, the city ia 
general, and its residential develop- 
ment in particular, continues to be 
haphazard, fundamentally badly plan- 
ned and designed. 


A Growing Problem 

Recently the Royal Architectural In- 
stitute of Canada set up a Committee 
of Enquiry into the Design of Resi- 
dential Environment. This committee 
has toured the country receiving briefs 
and evidence and examining at first 
hand the residential developments of 
15 cities. It was made clear by 
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various organizations appearing be- 
fore it that inferior standards of com- 
munity planning and residential de- 
sign are an active and continuing 
source of irritation and dissatisfaction, 
mental, physical and economic, to the 
public at large. The committee's re- 
port, published last summer, investi- 
gated the causes and conditions res- 
ponsible for the character of the living 
environment of millions of Canadians 
and offered 32 recommendations to 
governments, financing institutions, 
the planning professions and social 
specialists. It is a thorough and chal- 
lenging study of this all important 
facet of our nation’s life, and the ur- 
gency of its recommendations is very 
clear when we realize the rate at 
which the problem is gaining on its 
potential solution. 

To quote again from the Central 
Mortgage & Housing Corporation’s 
Royal Commission brief: “The con- 
struction put in place in the next 
generation will represent half our 
urban environment in 1980.” Statis- 
tically, Canadian cities are consuming 
an additional 100 square miles, 64,000 
acres, of open rural land every year. 
Seventy square miles of this growth 
are taken up by residential construc- 
tion. We have been building over 
100,000 dwelling units a year, well 
over a billion dollars worth, and 
the rate is increasing. This awesome 
appetite of the cities and this tre- 
mendous investment, besides failing 
to promote the well-being of resi- 
dents of the new areas, have been 
wantonly wasteful of agricultural land, 
deplorably destructive of rural ameni- 
ties and unnevessarily expensive for 
municipal servicing. These evils are 
the direct result of failure to establish 
coordinating regional planning. 

The implication is clear: we simply 
cannot afford, economically nor in 
terms of human welfare, to allow this 
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urban expansion to continue uncon- 
trolled as it has in the past. We can- 
not, along with the doubling of our 
cities, thus double or quadruple the 
faults that have already resulted from 
the lack of foresighted planning, es- 
pecially in the knowledge that the 
means and techniques to avoid them 
are at least available. The question 
is also clear: has the nation, once its 
leaders and the man in the street are 
made aware of the problem, the com- 
mon purpose and integrity to permit 
the techniques to be applied? Some- 
times one wonders. Resistance to the 
idea of the control of private land use 
still abounds, on the grounds that it 
constitutes an infringement of the 
rights of ownership. This attitude will 
undoubtedly persist as long as land 
is thought of as a speculative com- 
modity rather than as a national or 
community resource. There is no less 
justification for the legal control of 
land use than for the enacting of pure 
food laws. There is as much rightness 
in prohibiting profiteering in land 
speculation as there is in anti-trust 
laws or any other legislation aimed 
at protecting public interests. Yet 
where planning controls exist, politi- 
cal and private interests are all too 
likely to take advantage of loopholes 
in the law or laxity in its enforcement, 
or otherwise seek to circumvent its 
intention. 


Planning Needed 

The question of planned control of 
urban expansion, and of the land be- 
yond municipal boundaries, is some- 
thing far broader than local planning 
or zoning control. Planning cannot 
and must not be limited by political 
boundaries. Local or municipal zoning 
for the protection of amenities, safety, 
health and land values, is essential. 
Although not yet compulsory for all 
municipalities, as it should be, town 
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planning is widely in use and general- 
ly accepted by the public, though fre- 
quently resisted when it adversely af- 
fects the individual. It has already 
produced good results, in spite of the 
fact that many zoning ordinances are 
out-dated and, because of unimagina- 
tive rigidity, are actually responsible 
for some of the unpleasant aspects of 
the typical suburban residential de- 
velopment. Local by-laws need over- 
hauling in line with current needs 
and experience. What is even more 
urgently and immediately needed is 
the coordination of local plans and 
their extension on a regional basis, 
under provincial authority, to regulate 
the use of the land for the control 
of urban growth, the rationalization 
of communication and distribution, 
the protection of agriculture, water- 
ways and rural amenities. 

The technique of regional planning 
has been developed and tested. In 
the United Kingdom, for instance, it 
has been in active use under com- 
pulsory legislation. The English sys- 
tem of dealing with the monetary ef- 
fects on land values due to the ap- 
plication of regional zoning may not 
be suitable for Canada, however, and 


one immediate need is a study to 
find an equitable formula which will 
discourage, in fact prevent, land 
speculation while still protecting land 
ownership. If action is to be taken, 
a strong demand and a broad sharing 
of responsibility and effort are needed. 
It is a cause which cannot be carried 
forward by one or two groups or pro- 
fessions, but which for effective im- 
petus requires the collaboration of 
many. Industrial and commercial cor- 
porations can do much to help. Ad- 
vance knowledge of population dis- 
tribution, land use and urban growth 
must surely be necessary to the ef- 
fective planning ahead which produc- 
ing and service industries, business 
corporations and public utilities un- 
dertake in order to determine future 
opportunities, requirements and ac- 
tivities. 

Regional planning is long overdue. 
If the thousands of square miles of 
our open country that will be urban- 
ized over the coming years are to be 
developed less wastefully and with 
more respect for human need than 
were the preceding rings and ribbons 
of development, action is urgently 
needed. 


New Horizons for the Corporation 


Whether the corporate leaders of tomorrow will measure up 
to a standard of greatness depends not alone upon their own mea- 
sure of their obligations. It depends quite as much upon a tenable 
concept of the corporation that is widely and earnestly upheld. It 
is not enough that a broad-gauged philosophy of business be 
accepted and acted upon by corporate executives themselves. They 
cannot achieve their larger goals without general acceptance of the 


corporation as an instrument of a free society. 


In moulding the 


essential patterns of thought and action for the Great Society, the 
corporation of tomorrow will probably figure far more significantly 
than is commonly supposed. Indeed, the philosophy of tomorrow’s 
business has a teleology that is already discernible in these larger 


terms. 


—Richard Eells, “The Meaning of Modern Business” 










Recommendations on the 
Income ‘Tax Act 
and the 
Estate ‘Tax Act 


Joint Recommendations on the Income Tax Act and Estate Tax Act submitted 
by the Joint Committee representing the Canadian Bar Association and the 
Canadian Institute of Chartered Accountants 








February 28, 1961 


To The Honourable Minister of Finance and 
The Honourable Minister of National Revenue. 


Dear Sirs: 
We submit herewith the annual brief of the Joint Committee representing 
the Canadian Bar Association and the Canadian Institute of Chartered 
Accountants which contains our recommendations for changes in the Income 

Tax Act and the Estate Tax Act. 

Federal taxing statutes affect the vast majority of Canadians directly as 
individuals and have a vital impact on the conduct of business in this country 
and on the course of our economy. Because this is so, members of our two 
professions from every part of Canada have, as a part of their professional 
responsibility, given much time and thought during the past year to problems 
arising under these two statutes in particular. 

The Income Tax and Estate Tax Acts are both complicated statutes, and 
it is not possible to summarize briefly the detailed recommendations con- 
tained in the brief. However, we thought it would be useful to you if we 
drew to your attention five important general areas in respect of which, among 
other things, we are submitting recommendations. 

1. Determination of Profit. The taxation of profit is at the root of the taxa- 
tion of business income. Unfortunately, changing events have outpaced 
the law with the result that in many instances something more than profit 
is being taxed. In this connection, we would refer to our recommendations 
on business expenses, discount on issue of securities, reserves and business 
losses. 

2. Corporate Distributions and Reorganizations. When submitting our brief 

to you a year ago, we recommended that a special study be made of the 

problem of designated surplus with the object of developing a new 


350 













61 


ng 
ed 


ne 


al 


1g 
a- 
fit 


ns 
SS 


of 








RECOMMENDATIONS ON THE INCOME TAX ACT 351 


approach. We were accordingly encouraged by the announcement made 
by the Minister of Finance in his 1960 budget address that a compre- 
hensive study was to be made of the whole problem of corporate surplus. 
We have attempted in the brief to provide feasible solutions within the 
context of existing government tax policy and short of a complete re- 
appraisal of the economic effects of the double tax and the related anti- 
avoidance provisions. The ramifications of the present provisions can be 
readily seen by the number of recommendations which we have made 
relating to various aspects of the problem. Briefly, we consider that any 
form of corporate reorganization or merger which does not result in a 
distribution of surplus should be free of tax and that wherever possible 
the same business result should have the same tax result regardless of its 
form. We also consider that the imposition of full corporate rates on dis- 
tributions from designated surplus in some circumstances is excessive and 
inconsistent with the lower rates imposed under sections 105B and 105C 
and that this has the unhealthy effect of encouraging business men to 
adopt procedures which are dictated by tax rather than business con- 
siderations (Loans to Shareholders, Designated Surplus, Mining Income, 
Tax Paid Undistributed Income, Amalgamations, Elections in Respect of 
Deemed Dividends and Tax on Undistributed Income after Amalgama- 


tion. ) 


Associated Companies. We have withheld comment upon the changes 
made last year in principle from association by ownership of shares to 
association by control, but we have directed vour attention to serious 
results which we do not believe can have been contemplated or intended 
by the legislation and which require the immediate introduction of reliev- 
ing provisions. 


Administration and Appeals. By and large, the two statutes are well ad- 
ministered by fair and competent officiants, and appeal procedures, while 
not perfect, have to a large extent made possible relatively prompt and 
inexpensive determination of taxpayer’s rights. While considerable im- 
provement has recently been achieved, there is still scope for the better 
assuring of justice to individual taxpayers under the law without adding 
undue risks or burdens for those charged with the administration of the 
statutes. (Assessments, Amended Returns for Losses, Notice of Objection, 
Tax Appeal Board, Revocation of Election on pre-1949 Surplus, Appeal 
by Non-Residents, Election by Non-Residents, Seizure of Documents, 
Evidence of Certain Documents and Mailing Date of Notice of Assess- 


ment. ) 


Estate Tax Act. No useful summary is possible here. While most of 
the pressing inequities have been removed from the Estate Tax Act, each 
of our recommendations represents specific problems of real importance 
to particular classes of taxpayers which we consider can be solved with 
minimal effects on the revenue and substantially increased equity among 
taxpayers. 


We commend not only the specific recommendations contained in the 
brief, but more urgently we commend the will for continuous reform of our 
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taxing statutes because of their heavy and wide application and their im- 
portance to the enterprise, investment and productivity of our economy. 
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Respectfully submitted this 28th day of February, 1961. 


D. J. Lawson, 
Chairman, Taxation Section, 
The Canadian Bar Association. 





RECOMMENDATIONS FOR AMENDMENTS 


J. P. Kincuorn, C.A., 

Chairman, Taxation Committee, 

The Canadian Institute of Chartered 
Accountants. 


TO THE INCOME TAX ACT 


LOANS TO SHAREHOLDERS 
Section 8(2) 

The change made in 1958 affecting 
the treatment of loans deemed to be 
dividends in the hands of the share- 
holders gave no relief to corporate 
shareholders on repayment of the loan 
in cases where the deemed dividend 
was taxable to the recipient. This 
treatment differs from that given to 
other taxpayers. 

The new provision has not corrected 
the inequity that exists in connection 
with the determination of undistri- 
buted income of a corporate share- 
holder that has been deemed to have 
received a dividend by virtue of sec- 
tion 8(2). Under such circumstances 
the undistributed income of the re- 
ceiving company is increased by the 
deemed dividend even if the loan is 
subsequently repaid. The undistri- 
buted income of the company from 
which the dividend is deemed to have 
been received is not, however, re- 
duced by a corresponding amount, 
possibly because allowance of such 
a deduction might lead to abuse 
through surplus being taxed in the 
hands of particular shareholders sub- 
ject to a low rate of tax. 


Recommendation: It is recommended: 
(1) that on repayment of part or 





all of such a loan a corporate share- 
holder be entitled to deduct the 
amount of the repayment in comput- 
ing its undistributed income, and 

(2) that a corporate taxpayer be 
permitted to deduct from taxable in- 
come such part of any loan repaid 
by a corporate shareholder in the 
year as was, by the operation of sec- 
tion 8(2), required to be included 
in computing taxable income of the 
taxpayer for a previous year; 

OR 

(3) that on repayment of part or 
all of a loan that has been deemed 
received as a dividend the corporate 
shareholder be entitled to recover the 
amount by which its tax (whether un- 
der Part I or Part III) had been in- 
creased by virtue of section 8(2) in 
a prior year in respect of the part 
of the loan repaid — possibly with 
some limitation on the time for re- 
payment. 


BUSINESS EXPENSES 
Section 11(1) (a) 

In order to be allowable for tax 
purposes, a business expense must pass 
two tests successfully: 

(1) it must be incurred for the pur- 
pose of gaining or producing income 
under section 12(1)(a), and 
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(2) it must not be incurred on ac- 
count of capital under section 12(1) 
(b). 

It frequently happens that business 
expenses which are allowable under 
section 12(1)(a) are not allowable 
under section 12(1)(b). Where such 
expenses are eligible to capital cost 
allowances, deductibility is merely a 
matter of timing. However, where 
such expenses are not so eligible, de- 
ductibility is lost forever. 


It appears inequitable for the tax- 
payer to get no deduction whatsoever 
in the case of expenses that have 
been established under section 12(1) 
(a), to have been incurred for the 
purpose of gaining or producing in- 
come. The following are examples of 
such disallowed expenses: 


(a) An expenditure in respect of 
which deduction of capital cost al- 
lowance is not being permitted, al- 
though the property is not of a class 
expressly excluded by section 1102 of 
the Regulations. An expenditure of 
that nature was the subject matter 
in the case of Saskatoon Community 
Broadcasting Co. Ltd. v. M.N.R. (Tax 
Appeal Board, 1958). 

(b) Operators of hydro-electric 
plants emphasize that it is frequently 
impracticable to select one particular 
power site for development without 
first investigating several, and that 
from an engineering standpoint the 
individual surveys are merely com- 
ponent parts of a single investigation 
which normally culminates in the de- 
velopment of a particular site or sites. 
On these grounds it is felt unreason- 
able to segregate and disallow any 
portion of the costs of preliminary in- 
vestigations. 

Similar situations frequently arise in 
other industries, in particular the 
forest products and primary indus- 
tries. 


(c) Payments made by a transpor- 
tation company to certain municipali- 
ties to enable them to improve their 
local roads, the payments having been 
made as a condition of obtaining an 
order from a provincial Public Utili- 
ties Commission — British Columbia 
Electric Railway Company v. M.N.R. 
(Supreme Court, 1958). 

(d) A commission paid by the pur- 
chaser of an exclusive distributorship 
to the vendor thereof at the rate of 
2c per foot of the product sold — 
No. 383 v. M.N.R. (Tax Appeal Board, 
1957). 


(e) Travelling expenses of a tax- 
payer and his employee incurred on 
a trip made to acquire knowledge 
of a particular technique — No. 470 
v. M.N.R. (Tax Appeal Board, 1958). 
This case raises the question of whe- 
ther the cost of education should be 
deductible or depreciable. It also 
raises the question whether continu- 
ing education of individuals, such as 
professional men who require such 
education for the purpose of their 
businesses, or the education by an em- 
ployer of its employees, should be 
distinguished from the initial basic 
education of an individual. 

(f) The price paid to a contractor 
to acquire from him a construction 
contract — No. 392 v. M.N.R. (Tax 
Appeal Board, 1957). 


(g) Landscaping costs are, in many 
businesses, a normal expense laid out 
for the purpose of the business but 
there is, at present, no provision for 
the deduction of such costs. Suitable 
landscaping is usually desirable from 
a public point of view as well as being 
of assistance to the business con- 
cerned, and the amounts involved are 
generally of relatively minor import- 
ance. 


(h) The price paid for a fixed 
period contract to purchase newsprint 
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— The Southam Co. Ltd. v. M.N.R. 
(Tax Appeal Board, 1955). 

(i) The cost of an underpass to 
connect the parts of a farm divided 
by a highway — Hyland Farms Ltd. 
v. M.N.R. (Tax Appeal Board, 1958). 
Recommendation: It is recommended 
that provision be made to allow a 
taxpayer to recover all of his true 
business expenditures either, accord- 
ing to their nature, by way of deduc- 
tion from income in the year incurred 
or by way of capital cost allowance, 
and that for the latter purpose a new 
prescribed class or classes be estab- 
lished under the capital cost allow- 
ances regulations to include any ex- 
penditures of a capital nature, except 
in respect of land, securities and good- 
will, which: 

(1) is incurred for the purpose of 
gaining or producing income within 
the meaning of section 12(1)(a), and 

(2) does not result in the acquisi- 
tion of depreciable property of an 
existing prescribed class. 


DEDUCTION OF INTEREST ON FIXED 
TERM SECURITIES ISSUED 
AT A DISCOUNT 
Sections 11(1)(c) and (cb) 

Under section 11(1)(c) a deduc- 
tion is permitted of interest (to the 
extent that it is reasonable): 

(1) upon borrowed money used for 
the purpose of earning income from 
a business or property, and 

(2) upon money payable for pro- 
perty acquired for the purpose of 
gaining or producing income there- 
from or from a business... . 

While certain expenses of borrow- 
ing money are deductible under sec- 
tion 11(1)(cb), where bonds or 
debentures to secure a loan are issued 
at a discount, i.e., for less than the 
amount repayable by the borrower, 
the borrower is allowed no deduction 
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for the amount of the discount des- 
pite the fact that it is as much a cost 
of the loan as is the interest thereon. 
Further, that part of the discount 
which is the underwriter’s commission 
is taxable in his hands. 


Recommendation: It is recommended: 

(a) that the difference between the 
par value and the issue price to the 
public of bonds, debentures and other 
fixed-term debts be considered as the 
discount and that deduction of such 
discount should be permitted to the 
extent that the discount is not greater 
than the difference between the par 
value of the security and the amount 
that its discounted value would be, 
if the security had been issued with 
a coupon rate not greater than one- 
quarter of one per cent below the 
offered yield rate, and 


(b) that the difference between the 
issue price to the underwriter and 
the sale price to the public should be 
considered as the underwriter’s com- 
mission and this amount should be 
allowed as a deduction without limi- 
tation since the underwriter would 
be required to include this amount 
in computing his income. 


RETIRING ALLOWANCES PAID INTO 
REGISTERED PENSION FUND OR 
RETIREMENT SAVINGS PLAN 
Section 11(1)(u) 

Section 6(1)(a) (iv) requires a tax- 
payer to include in his income pay- 
ments received as superannuation or 
pension benefits. Under section 11(1) 
(u) a corresponding deduction is per- 
mitted of a part of any such super- 
annuation fund benefit payment which 
is paid into a registered pension fund 
or is applied as a premium under a 
registered retirement savings plan. 
Section 6(1)(a)(v) likewise requires 
a taxpayer to include in his income 
payments received as retiring allow- 
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ances, but there is no corresponding 
deduction permitted of a part of such 
retiring allowance payment which is 
paid into a registered pension fund 
or is applied as a premium under a 
registered retirement savings plan. 


Recommendation: It is recommended 
that section 11(1)(u) should be 
broadened to permit the deduction of 
retiring allowance which has been 
included in income under section 6(1) 
(a)(v), to the extent that it is contri- 
buted to a registered pension fund or 
a registered retirement savings plan. 


RESERVES 


Sections 12(1)(e), 85B, 11(1)(e) 
and 6(1)(e) { 


The above are all the sections in the 
Act which deal with the subject of 
“reserves” in a general way, the very 
few other sections containing the word 
deal with special situations. Two sets 
of problems arise out of these sec- 
tions. The first involves a misuse of 
the term “reserve” arising out of a 
misconception which, unfortunately, 
has been followed by the courts. The 
second involves a significant departure 
from the principle of taxing the profit 
from a business. 


Dealing first with the misuse of 
the word “reserve” in these sections, 
it is recognized that over a long period 
of time it has been used in a variety 
of different senses. These have been 
described in Bulletin No. 9 of the 
Committee on Accounting and Audit- 
ing Research of the Canadian Institute 
of Chartered Accountants. Reference 
should be made to this bulletin for a 
fuller discussion of the subject. How- 
ever, it may be said that the original 
use of the word was for the appropria- 
tion of determined profits to provide 
for some future contingency as an in- 
dication that “undivided profits” were 
not to be considered fully available 


for distribution by way of dividends; 
this seems to conform with a tradi- 
tional English practice of paying out 
in dividends substantially all of the 
recorded profits. Be that as it may, the 
modern use of the word “reserve” has 
come back to its original one of an 
appropriation of profits. As was said 
in the submission of this committee 
in 1959, “true ‘reserves’ in the account- 
ing sense are held to relate only to 
amounts appropriated from net profits, 
after such profits have been ascer- 
tained; such appropriation may be 
made either at the discretion of the 
management or pursuant to statutory 
or other requirements, e.g. general 
reserves, contingency reserves, re- 
serves for possible future decline in 
inventory values, sinking fund re- 
serves, etc. These reserves may norm- 
ally be regarded as part of the share- 
holders’ equity. This limitation in the 
use of the term ‘reserve’ is supported 
by terminology used in the recent re- 
vision of the Ontario Corporations Act 
and by accounting publications in 
Canada, United States and the United 
Kingdom.” 

From this, it follows that any credit 
balance created to provide for the 
diminution which has taken place in 
the value of any assets, or for a lia- 
bility whose amount cannot be deter- 
mined accurately, is not properly 
called a “reserve”. The prime purpose 
of the process of accounting is to com- 
pute profit by the correct matching 
of costs against income and “provi- 
sions” in the accounts to bring this 
about should no longer be confused 
with “reserves”. 


In the light of the foregoing, sec- 
tion 12(1)(e) can be said to be un- 
objectionable and in complete con- 
formity with accounting precepts as 
long as the word “reserve” is correctly 
interpreted. The same may be said 
of sections 6(1)(e) and 11(1)(e) ex- 
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cept for the use of the word “reserve” 
which should be replaced by “allow- 
ance’. 

Section 85B, however, is a very dif- 
ferent situation which can result in 
the taxation of amounts which do not 
constitute profit from a business. It 
is suggested that this was an emer- 
gency provision which has served its 
purpose since it has succeeded in 
bringing many commercial and indus- 
trial taxpayers back to hard reality. 
What offends is the misuse of the 
word “reserve” and the sweeping into 
revenue of every amount received or 
receivable regardless of whether any 
profit has been earned and without 
giving sufficient recognition in many 
cases to all the costs which may be 
incurred. Section 85B, for example, 
brings into income deposits received 
on contracts under which no work has 
been done and on which no profit 
can have yet been earned, and which 
under certain circumstances may have 


to be refunded. 

Recommendations: In order to bring 
the Income Tax Act into conformity 
with accounting practices, while at 
the same time preserving the safe- 
guards which the present scheme now 
contains, it is recommended that: 

(1) Section 85B be repealed; 

(2) The Crown rely more heavily 
on section 4; 

(3) Section 12 be amended to ex- 
clude specifically any allowances or 
types of allowances which are abhor- 
rent to the Crown as being provisions 
for contingencies; 

(4) Sections 6(1)(e) and 11(1) 
(e) be amended to replace the word 
“reserve” by the word “allowance”; 

(5) Section 85I be amended where 
necessary to conform; 
or failing the foregoing, section 85B 
be amended so that the provisions 
for reasonable allowances are as broad 
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as the provisions bringing them into 
income. 


TRANSFERS TO SPOUSE, MINORS, 
ETC. 


Sections 21(1) and 22 


These sections provide that where 

property is transferred from a_ tax- 
payer to his spouse or to a minor or 
trust, the income from the property 
shall be included in the income of 
the transferor. 
Recommendation: It is recommended 
that these provisions should apply 
only to the excess, if any, of the value 
of the property so transferred over 
the value of the consideration received 
therefor. 


HUSBAND AND WIFE 
Section 21(2), (3) and (4) 


Where the partners are husband 
and wife the Minister has a discretion 
under section 21(4) to allocate the 
whole partnership income to one or 
other spouse. Under section 21(2) 
and (3), where one spouse is the 
employee of the other or when one 
spouse is an employe of a partner- 
ship in which the other was a partner, 
the income of the employed spouse is 
deemed to be the income of the em- 
ploying spouse. There does not appear 
to be sufficient grounds for discrimina- 
ting against husband and wife part- 
nerships and employments in these 
ways. Furthermore, the discretion 
given to the Minister in section 21 (4) 
is contrary to the principle of removal 
of ministerial discretion generally 
adopted upon the introduction of the 
Income Tax Act. It is submitted that 
the taxpayer should be entitled to es- 
tablish before the courts that a part- 
nership which may exist between hus- 
band and wife is a bona fide partner- 
ship resulting in genuinely separate 
income to each partner and that the 
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remuneration paid to an employed 
spouse is fair remuneration for the 
services rendered. 


Recommendation: It is recommended: 

(1) that the remuneration received 
by a spouse employed either by his 
or her spouse or a partnership in 
which his or her spouse was a part- 
ner should be a deductible expense in 
the conduct of the employer’s busi- 
ness and should be treated as separate 
income in the employee's hands to 
the extent that such remuneration 
does not exceed what would have 
been reasonable in the circumstances 
if the employer and spouse had been 
dealing at arm’s length, and 

(2) that the discretion given to the 
Minister under section 21(4) be eli- 
minated and that the income of each 
spouse from the partnership under 
section 6(1)(c) be that portion of 
the total income of the spouses there- 
from that would have been reasonable 
in the circumstances if the spouses 
had been dealing at arm’s length. 


CHARITABLE DONATIONS 
Section 27(1)(a) 

It is customary for taxpayers in 
making donations to charitable capital 
funds to obligate themselves for gifts 
over a number of years. Circum- 
stances arise due to fluctuation of in- 
come in the period that part of such 
donations are not allowed as a de- 
duction from income. 


Recommendation: It is recommended 
that charitable donations made in any 
one year should be allowed the same 
carry-back and carry-forward as busi- 
ness losses and that they should be 
cumulative in that period in the same 
manner as business losses are cumu- 
lative, with the unused portion of 
such donations to be deducted first 
before the donations of the current 
year. 


MEDICAL EXPENSES 
Section 27(1)(c) 

Taxpayers with a handicapped de- 

pendant have found that the cost of 
special treatment and training of such 
handicapped dependants have been 
disallowed unless they fall strictly 
within the permitted deductions speci- 
fied in this section. 
Recommendation: It is recommended 
that the costs of all therapeutic treat- 
ments and the costs of special train- 
ing of handicapped dependants be 
allowed as a medical expense. 


BUSINESS LOSSES 
Section 27(1)(e) 

In a number of cases where busi- 
nesses are discontinued, the carry- 
back of one year now permitted for 
business losses is not sufficient to per- 
mit the deduction of terminal losses 
and losses incurred by construction 
contractors and similar taxpayers who 
are required under the provisions of 
section 85B to include amounts in 
income in respect of uncompleted 
contracts. For example, a contractor 
may be assessed tax on substantial 
amounts of income during the first 
two years of a construction project re- 
quiring five years to complete, not- 
withstanding that he incurs an over- 
all loss on the contract due to un- 
anticipated problems encountered 
during the last three years of the 
construction period. Because of this 
possibility, it is unfair to tax con- 
struction contractors on the completed 
portion of uncompleted contracts 
without extending the loss carry-back 
provision to a minimum of three years. 
Recommendation: It is recommended 
that section 27(1)(e) be amended so 
that business losses sustained in the 
five taxation years immediately pre- 
ceding and the three taxation years 
immediately following the taxation 
year be deducted. 








DESIGNATED SURPLUS 
Section 28(2) 


We are encouraged by the an- 
nouncement made by the Minister of 
Finance in his 1960 budget address 
that a comprehensive study was to be 
made of the designation of surplus 
under section 28(2) of the Act and 
the taxation, as personal income or 
otherwise, of earnings that are dis- 
tributed or are available for distribu- 
tion in various forms by corporations 
and we understand that this study is 
proceeding. 

It is recognized that sume provision 
is required to prevent the distribution 
of income without payment of tax 
and, presumably, the designated sur- 
plus provisions were introduced for 
this purpose. The main objections to 
these provisions are: 


(1) Many corporate reorganiza- 
tions that do not result in a distribu- 
tion of surplus are nevertheless sub- 
ject to tax. 


(2) The rate of tax of 50% imposed 
on distributions from designated sur- 
plus is excessive and inconsistent with 
the rates of 15% or 20% imposed under 
sections 105B and 105C. 


(3) The rate of tax applicable to 
residents is substantially higher than 
that applicable when non-residents 
acquire control. 


(4) The provisions are complicated 
and cumbersome and in many cases 
taxpayers inadvertently expose them- 
selves to substantial tax liabilities in 
circumstances where no tax should 
arise. 


Recommendations: (1) It is suggested 
that (short of a complete reappraisal 
of the economic effects of the double 
tax and the related anti-avoidance 
provisions consequential upon the 
study being made by the Minister ) 
the above objections would be re- 
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moved by an extension of the existing 
law to provide for other forms of 
mergers and reorganizations without 
tax, except where the resulting net 
assets of the successor or reorganized 
corporation are not sufficient to cover 
its undistributed income after the 
event as referred to under the heading 
section 85I—Reorganizations, Amalga- 
mations, etc. In such case the tax- 
payer should be permitted to elect to 
pay tax at a 15% or 20% rate on the 
excess of undistributed income over 
the amount of the net assets of the 
corporation in lieu of the ordinary 
corporation tax rates. 

This might be done by providing 
that a dividend paid or deemed paid 
out of designated surplus would, on 
election by the receiving corporation, 
be excluded from its taxable income 
under Part I of the Income Tax Act 
and in such case the corporation re- 
ceiving the dividend would be re- 
quired to pay a tax of 15% or 20% on 
an amount equal to the lesser of (a) 
the dividend paid out of designated 
surplus or (b) the excess of the un- 
distributed income of that corporation 
at the end of the taxation year in 
which the deemed dividend was re- 
ceived over the value of its net assets, 
provided that, in computing undis- 
tributed income of the receiving cor- 
poration, no deduction would be 
allowed for any loss suffered in re- 
spect of the shares of the paying cor- 
poration except to the extent of the 
excess of such loss over the amount 
of the dividend that was paid out of 
designated surplus. It should also be 
provided that the undistributed in- 
come on hand would be reduced by 
an amount equal to the amount upon 
which this special tax was computed. 

(2) It is recommended that the 
rate of tax be standardized in all cases 
where tax is now imposed for free- 
ing accumulations of undistributed 
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income including designated surplus. 

(3) It is further recommended, in 
any event, that the designated surplus 
provisions should not apply to a con- 
siderable number of specific circum- 
stances, including the following: 

(a) Where a_ sub-subsidiary ac- 
quires control of another sub-subsidi- 
ary of the same parent corporation. 

(b) Where a parent corporation ac- 
quires from a subsidiary corporation 
the shares of a sub-subsidiary. 


ASSOCIATED COMPANIES 
Section 39(4) 


Comment is withheld upon the 
change in principle from association 
by ownership of shares to association 
by control, but attention is directed 
to the following particular matters: 

(1) The provisions that companies 
are associated if controlled by the 
same person may readily have the re- 
sult that a trust company holding 
shares as a trustee in several com- 
panies will cause them to be associ- 
ated with one another and with the 
trust company. 

(2) Paragraph (b) of section 139 
(5d) apparently has not raised undue 
problems in connection with the mat- 
ter of related companies for arm’s 
length purposes. It will raise extreme- 
ly serious problems in connection with 
take-over bids, executory contracts of 
purchase and sale and buy-sell agree- 
ments which involve controlling 
shares of a corporation. In many of 
these cases, the putative vendor as 
the actual owner of the controlling 
shares, and the putative purchaser as 
the deemed owner by virtue of the 
operation of paragraph (b) of section 
139(5d), would both appear to have 
control at the same time. 
Recommendation: Relieving _provi- 
sions should be introduced, and seri- 
ous reconsideration should be given to 


the mutatis mutandis application of 
subsection (5d) of section 139. 


FOREIGN TAX CREDIT 
Section 41 


Section 41 provides for a credit for 
taxes paid to a foreign government for 
the year subject to the limitation that 
the credit may not exceed the Can- 
adian tax otherwise payable on in- 
come derived from sources in that 
country for the year. Frequently, 
however, due to differences in meth- 
ods of determining income, profits 
may be taxable in Canada and a 
foreign country in different years. 
Recommendation: It is recommended 
that provision be made for carry-over 
of the excess of foreign taxes paid 
(other than those on exempt divi- 
dends) over a period corresponding 
with that permitted for the carry-over 
of business losses. 


AVERAGING INCOMES OF FARMERS 
AND FISHERMEN 


Section 42 


Under section 42 the income of a 
farmer or fisherman may be averaged 
in five-year blocs in accordance with 
the requirements set out in this sec- 
tion, whence it follows that if a 
farmer or fisherman dies or retires 
from farming or fishing before an 
averaging bloc is completed there is 
no right to average his income for 
the period expired to the date of his 
death or retirement. 
Recommendation: It is accordingly 
recommended that section 42 be 
amended to permit the income of a 
farmer or fisherman to be averaged 
for a shorter period than five years 
when the end of that period coincides 
with his death or retirement. 


RULES RE ASSESSMENT 
Section 46(4) (a) (ii) 
The 1960 amendments provided for 
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a removal of the four-year limit on 
re-assessment if a taxpayer files a 
waiver in prescribed form within the 
time limit imposed. 

Recommendation: It is recommended 
that the form of such waiver be 
amended as soon as possible to con- 
tain provisions covering the extension 
of the four-year limit to a date or 
for a period and in respect of such 
matters as are specified therein by 
the taxpayer. 


AMENDED RETURNS TO CLAIM 
BUSINESS LOSSES 


Section 46(5) 


This subsection gives the taxpayer 
the right to file an amended return 
for a taxation year within one year 
from the day when the return for that 
year was due for filing if he incurs a 
deductible business loss in the follow- 
ing taxation year. If, however, the 
taxpayer is delayed in filing the 
amended return it would appear that 
he will lose the loss deduction even 
though the loss arose because of 
changes made by the assessor (involv- 
ing the switching of income from one 
taxation year to another) after the 
expiry of the time limit. It is sug- 
gested that this penalty is too severe. 
Recommendation: It is recommended 
that the provision should be amended 
to require an automatic re-assessment 
of a previous year’s taxable income 
when a business loss deductible there- 
from is determined for a subsequent 
taxation year by an examination of his 
return for that year by an assessor. 


INTEREST ON TAXES 


Section 54 


In the great majority of cases an 
underpayment of tax is inadvertent 
and arises from honest error in the 
application of a law which is extreme- 
ly complex in many areas. It is unfair 
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that in such cases taxpayers should be 
severely penalized to catch a few tax- 
payers who deliberately underpay 
their tax, and it is suggested that 
other means should be found to en- 
force payment by the latter group. 


Recommendation: It is recommended 
that section 54(6) be re-enacted with 
an amendment to provide that except 
in cases of fraud or misrepresentation 
interest on additional amounts arising 
on re-assessment shall commence only 
from 30 days after the day of mailing 
of the notice of re-assessment estab- 
lishing any additional amount of tax- 
able income instead of 30 days from 
the day of mailing of the notice of 
the “original assessment”. 


NOTICE OF OBJECTION 
Section 58 


Circumstances may arise where a 
taxpayer is unable to file a notice of 
objection within the prescribed time. 
Such taxpayer may be ill, non compos 
mentis or may die without personal 
representatives being appointed in 
time to file the necessary notice. In 
the interests of equity and providing 
that there are reasonable safeguards 
for the Crown, it is suggested that it 
should be possible to obtain special 
leave from the Tax Appeal Board for 
an extension of time within which a 
notice may be filed. 


Recommendation: It is recommended 
that a taxpayer should have the right 
to apply before or after the expiry of 
the prescribed time to the Tax Appeal 
Board for an order extending the time 
within which he may file a notice of 
objection and that upon such applica- 
tion, the onus shall be upon the tax- 
payer to establish that he is or was 
reasonably prevented from filing such 
notice within the prescribed period 
and further that he has made such ap- 
plication as soon as he reasonably 
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could in the circumstances. It is fur- 
ther recommended that the Tax Ap- 
peal Board may require the taxpayer 
to show that he has _ reasonable 
grounds for objecting to an assess- 
ment and that it may in its discretion 
impose terms on the taxpayer as a 
condition of granting such applica- 
tion. 


TAX APPEAL BOARD 
Section 59 


It is acknowledged that the Tax 

Appeal Board has to a large extent 
achieved the desired aim of making 
available to taxpayers a prompt and 
inexpensive determination of their 
rights in the field of income taxa- 
tion. Certain anomalies do exist, how- 
ever, in the constitution and function 
of the board the removal of which, it 
is suggested, would make still more 
effective the accomplishments of this 
tribunal. 
Recommendations: (1) That the 
members of the board be appointed 
on the same basis as supreme or su- 
perior court judges and receive com- 
parable salaries. 

(2) That the board be brought 
under the Department of Justice and 
removed from the Department of 
National Revenue. 

(3) That the Crown when it initi- 
ates an appeal to the Exchequer Court 
or Supreme Court may be obligated, 
in the discretion of the court appeal- 
ed to, on application thereto of the 
taxpayer, to pay the costs of the tax- 
payer whether or not he is successful, 
so as to protect a taxpayer with a 
modest tax in dispute but involving a 
principle of importance to the Crown. 


DEDUCTION FOR CANADIAN TAX 
WITHHELD FROM TRUST INCOME 


Section 63 
Where a Canadian beneficiary re- 


ceives income from a foreign estate or 
trust having income from Canadian 
sources that is subject to the 15% with- 
holding tax in Canada, such income is 
subject to tax a second time in the 
return of the Canadian beneficiary 
with no provision for a tax credit in 
respect of the Canadian tax with- 
held at the source. 

Recommendation: It is recommended 
that the tax withheld from his share 
of such income should be refunded to 
the Canadian beneficiary, or treated 
as a payment of his tax under Part I 
of the Act. 


PERSONAL CORPORATIONS 
Sections 67 and 68 


The sections of the Income Tax Act 
pertaining to personal corporations 
are badly in need of revision and 
there is doubt as to whether the 
present legislation fulfils the purposes 
of its enactment. 

When the legislation was first intro- 
duced in 1926, Mr. Boivin, the Min- 
ister of Customs and Excise, stated: 
“We do say that they (the sharehold- 
ers of a personal corporation) must 
pay the same amount of federal taxa- 
tion as if they had continued as in- 
dividuals.” 


We do not know of any reason why 
this principle should not continue to 
apply. However, due to the addition 
to the Act after 1926 of many new 
features, the shareholders of a per- 
sonal corporation may in many cir- 
cumstances either pay more or less tax 
than they would have paid if the in- 
come had been received by them 
direct instead of by the personal cor- 
poration. 

There appears to be a number of 
defects in the formula in section 
67(3) of the Act, with the result that 
there can be considerable distortion 
in the amounts apportioned to the 
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various shareholders, and the provi- 
sions designed to protect the Depart- 
ment can be used by the shareholders 
to achieve the tax advantages of in- 
come splitting between husband and 
wife or taxpayer and child. 

There are a number of technical 
defects in section 67(7) and (8) re- 
lating to the part of an actually paid 
dividend required to be included in 
the income of a shareholder which 
should be remedied so that the law 
conforms with the intent. 

Finally, it is thought that the penal- 
ty imposed by section 67(12) on a 
shareholder who controls a personal 
corporation, in the event that he fails 
to file with his income tax return “a 
statement of the assets, liabilities and 
income of the personal corporation for 
the year”, is much too harsh for the 
offence, particularly when circum- 
stances do arise where neither share- 
holder nor the Department is certain 
as to whether a corporation is a per- 
sonal corporation as now defined by 
section 68(1). 


Recommendation: (1) It is recom- 
mended in order to assure that the 
shareholders of a personal corporation 
will pay the same amount of tax as if 
they had received the income direct, 
that: 

(a) Sections 8(1) and 137 of the 
Act be made inapplicable to a benefit 
received by a shareholder from a per- 
sonal corporation which has on hand 
no undistributed income accumulated 
before it became a personal corpora- 
tion unless the effect of the transac- 
tion is to transfer equity from one 
member of the controlling family 
group to another. 

(b) Section 137 of the Act be made 
inapplicable to a benefit conferred 
by a shareholder upon a_ personal 
corporation unless the effect of the 
transaction is to transfer equity from 
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one member of the controlling family 
group to another. 

(c) The shareholders of a personal 
corporation be permitted to deduct 
losses and charitable donations of the 
personal corporation, and for this pur- 
pose a loss of the corporation should 
be computed by including in the com- 
putation dividends otherwise deduct- 
ible in computing taxable income 
under section 28. 

(d) The shareholders of a_per- 
sonal corporation be entitled to make 
an election under section 43 with re- 
spect to that part of the income, 
deemed to have been received by 
him from the personal corporation, 
which is recaptured depreciation in- 
cluded in income under the provisions 
of section 20(1). 

(e) A corporate shareholder of a 
personal corporation be deemed, for 
purposes of section 28 of the Act, to 
have received its proportionate part 
of any dividends received by the per- 
sonal corporation. 


(£) A corporate shareholder of a 
personal corporation be deemed, for 
the purposes of section 41 of the Act, 
to have received its proportionate part 
of income received by the personal 
corporation from sources in a foreign 
country and to have paid its propor- 
tionate part of the tax paid by the 
personal corporation to a foreign 
country on its income from sources in 
that country. 

(g) Where a corporate shareholder 
of a personal corporation, which pre- 
viously had not been a personal cor- 
poration, is required to include in its 
income part or all of an actually paid 
dividend under the provisions of sec- 
tion 67(7), the corporate shareholder 
be deemed for the purposes of section 
28 to have received the amount so in- 
cluded in its income as a dividend 
from a corporation which was not, by 
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virtue of a statutory provision, exempt 
from tax under Part I of the Act for 
the year. 


(h) Where a corporate shareholder 
of a corporation that is not a per- 
sonal corporation, but previously had 
been a personal corporation, is re- 
quired by section 67(8) to include 
only part of a dividend in its income, 
the corporate shareholder be deemed 
for the purposes of section 28 to have 
received a dividend of only that part 
of the actual dividend which it is re- 
quired by section 67(8) to include in 
its income. 


(2) It is recommended, in order to 
clarify the provisions of section 67(7), 
that: 

(a) Section 67(7)(a)(ii) be 
amended, by the addition of the 
underlined words, to read as follows: 
(ii) the aggregate of 

(A) the amounts deemed under this 
section to have been distributed 
on the last day of the taxation 
year in which the dividend was 
actually paid and during all pre- 
ceding taxation years while it was 
a personal corporation and 

(B) the amount of the corporation’s 
tax-paid undistributed income 
minus any amount added thereto 
by virtue of section 82(6). 


(b) Section 67(7)(b) be amended 
to make it clear that for this purpose 
undistributed income is to be re- 
duced by the amounts previously in- 
cluded in computing the incomes of 
the shareholders by virtue of this 
paragraph and also by any part of the 
dividend in question which does not 
form part of the excess because of 
the application of tax-paid undis- 
tributed income suggested in para- 
graph (a) of this recommendation. 


(3) It is recommended, in order 
to clarify and rationalize the appor- 


tionment rules, that section 67(3) be 
amended: 

(a) So as to exclude from property 
transferred or loaned by a shareholder 
of the personal corporation 

(i) loans in respect of which a rea- 
sonable rate of interest has been 
paid by the corporation, and 

(ii) loans and capital or the part 
thereof repaid before the com- 
mencement of the year. 

(b) To provide that where a per- 
son transfers less than all of the shares 
originally owned by him, the value of 
the property transferred or loaned to 
the corporation by the transferee 
shall be deemed to be that part of 
the value of the property actually 
transferred or loaned to the corpora- 
tion by the transferor that the number 
of shares transferred bears to the total 
number of shares originally held by 
the transferor, and that if the trans- 
feror continues to be a shareholder the 
value of the property transferred or 
loaned by him to the corporation 
shall be reduced by the amount so 
deemed to have been transferred or 
loaned to the corporation by the trans- 
feree. 

(c) To provide that if the corpora- 
tion issues additional shares after sub- 
stantial time has elapsed since shares 
were last previously issued, the value 
of the property transferred or loaned 
by the holders of the previously 
issued shares, or their predecessors, 
shall be increased or decreased by the 
amount of the increase or decrease in 
the shareholders’ equity since the 
issue of their shares, including in the 
computation of such equity the 
amount of any increase or decrease 
from book values in the fair market 
value of marketable securities, other 
investments and property of the cor- 
poration. 

(4) It is recommended that the 
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penalty imposed by section 67(12) be 
repealed and that the Minister rely 
upon the ordinary penalties for non- 
filing and evasion under sections 55 
and 56. 

(5) It is recommended that the 
definition of a personal corporation 
contained in section 68(1) of the Act 
be amended by deleting the words “or 
trading or dealing in” from paragraph 


(b) (i). 


RETIREMENT SAVINGS PLAN — 
PREMIUMS OVERPAID 


Section 79B(5) 


The deduction allowed for pre- 
miums paid under a retirement sav- 
ings plan is limited to the lesser of 
$1,500 or 10% of earned income in the 
case of a taxpayer participating in an 
approved pension plan and $2,500 or 
10% of earned income in the case of 
any other taxpayer. In some situa- 
tions the amount of earned income 
cannot be determined until the end 
of the year. If the taxpayer has over- 
paid his premiums during the taxa- 
tion year no deduction is allowed for 
the overpayment; on the other hand, 
if the overpayment is made after the 
end of the year it may be claimed in 
the next following year. 


Recommendation: It is recommended 
that the taxpayer should be permitted 
to carry forward an overpayment of 
premiums under a retirement savings 
plan for use as a deduction in the 
following year. 


PROFIT SHARING PLANS 
Section 79(6) 

Some clarification of section 79(6) 
would be in order. In many profit 
sharing plans a withdrawing member 
will receive payment from the trustee 
equal to the market value of his share 
of the funds in the hands of the 
trustee. He may receive payment in 
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cash or if the funds are invested in 
the stock of the employer company, 
he may receive a number of shares. 
In any event, it is attributed to pay- 
ments made by him, amounts on 
which he has already paid tax or to 
capital gains made by the trust. This 
excess may be wholly attributable to 
appreciation in market value of trust 
holdings which, if liquidated by the 
trustee, would produce a non-taxable 
capital gain. 

Recommendation: It is recommended 
that the withdrawing member should 
not be required to pay tax on pay- 
ments which he receives in respect 
of unrealized capital gains of the 
trust. 


MINING INCOME 
Section 82(11) 

Section 82(11) provides that in 
computing the undistributed income 
of a corporation which has received 
income from a mine during the three- 
year exempt period, the income is re- 
garded as the amount that it would 
have been if section 83(5) had not 
been applicable and the income not 
exempt. It is understood that the De- 
partment interprets this provision to 
mean that in computing income for 
the three-year exempt period deple- 
tion is deductible but capital cost 
allowances and pre-production ex- 
penses are not. The consequent un- 
distributed income of such a corpora- 
tion may thus be artificially high and 
can, for example, result in tax being 
exigible under section 105C, although 
if the available capital cost allow- 
ances and pre-production expenses 
had been charged against income for 
the exempt period, there would have 
been no such tax. 

Recommendation: It is recommended 
that the provision be amended to 
make it clear that in determining un- 
distributed income for the purposes 
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of section 105C and 85I the income of 
the corporation shall be computed as 
if the income for any exempt period 
were not exempt and that during that 
period the company had claimed the 
maximum capital cost allowances, 
with appropriate adjustments in re- 
spect of any year of the new corpora- 
tion where such unclaimed capital 
allowance was in fact claimed, and 
with provision for carrying forward 
this special undistributed income 
computation to subsequent mergers 
involving the new corporation. No 
special provision would have to be 
added to section 82(11) with respect 
to pre-production expenses if recom- 
mendation no. 3 in connection with 
section 85I is accepted. 


TAX-PAID UNDISTRIBUTED 
INCOME 
Section 82(12) 

Section 82(12) permits the inclu- 

sion in tax-paid undistributed income 
of dividends received from corpora- 
tions which were paid out of the 
payer's tax-paid undistributed income. 
Such is not the case where the re- 
ceiving corporation receives a distri- 
bution out of tax-paid undistributed 
income on the winding-up of the 
payer corporation. 
Recommendation: It is recommended 
that the law be amended to permit 
the tax-paid undistributed income 
received from a corporation on wind- 
ing up to be included in the tax-paid 
undistributed income of the receiving 
corporation. 


DRILLING COSTS 
Section 83A and Regulation 1204 
There appears to be an anomaly 
in the Income Tax Regulations which 
denies to corporations whose prin- 
cipal business is not 
(a) production, refining or marketing 


of petroleum, petroleum products 
or natural gas, or exploring or 
drilling for petroleum or natural 
gas, or 
(b) mining or exploring for minerals, 
the right to deduct drilling costs of 
an oil or natural gas well inside Can- 
ada while at the same time they may, 
under section 1204(1), deduct similar 
costs of a well outside Canada from 
the income of the well. It is difficult 
to understand why such taxpayers are 
thus given greater encouragement to 
drill outside of Canada than inside of 
Canada. 
Recommendation: It is recommended 
that the Regulations should be amend- 
ed to provide that all corporations 
may deduct drilling costs of a well 
inside Canada from the income of 
that well. 


DEDUCTION OF DRILLING AND 
EXPLORATION EXPENSES BY 
ASSOCIATIONS, ETC. 

Section 83A(4) 

Persons who enter more than one 
association, partnership or syndicate 
formed for the purpose of exploring 
or drilling for petroleum or natural 
gas find that taxwise they are in a 
unique position. If one association 
fails to be successful or to find pro- 
duction, the excess expenditure can 
neither be charged off against other 
income of any type whatsoever nor 
can it be offset against an excess of 
income over expenses in another as- 
sociation formed for the same pur- 
pose. Normally a taxpayer who loses 
money in one business venture can 
offset that loss if he has made a profit 
in another business venture in the 
same taxation year. Here a taxpayer 
may have an interest in two ventures 
in exactly the same type of business 
but cannot match excess expense 
against excess income. 
Recommendation: It is recommended 
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that provision be made under section 
83A(4) for each member of an as- 
sociation, partnership or syndicate 
formed for the purposes of exploring 
for petroleum or natural gas to segre- 
gate his share of income and expense 
and be permitted to consolidate such 
income and expense from two or more 
such similar ventures. 


BENEFITS TO EMPLOYEES 
Section 85A 


Where a calculation of tax is made 
for a taxpayer who has made an elec- 
tion under section 36 in one or more 
of the years entering into the calcula- 
tion under section 85A, it would ap- 
pear that the special tax paid under 
section 36 would be included in the 
computation under section 85A, but 
the relative income would not be so 
included. This would unfairly in- 
crease the average rate of tax to be 
applied. 


Recommendation: It is recommended 
that section 85A be amended to ex- 
clude from the aggregate of the taxes 
for the three-year period referred to 
in section 85A(2)(b)(i) the tax paid 
on an amount in respect of which an 
election has been made under sec- 
tion 36. 


REORGANIZATIONS, 
AMALGAMATIONS, ETC. 
Section 851 

It is suggested that the Act might 
be changed to permit all forms of cor- 
porate reorganizations, mergers and 
amalgamations that can be justified 
by economic and business reasons 
and do not result in a tax benefit or 
advantage to the shareholders or com- 
panies involved. 

Amalgamations of the type de- 
scribed in section 85] are still not pos- 
sible under the laws of the Federal 
Government and of Prince Edward 
Island and Nova Scotia, and in those 
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provinces where amalgamations are 
permitted they are restricted to com- 
panies formed under the same juris- 
dictions and usually with the same 
objects. At present, therefore, the 
application of this section is still re- 
stricted. 


Recommendation: It is recommended 
that amalgamations effected by means 
other than those referred to in section 
851(1) should be dealt with in sub- 
stantially the same way as set out in 
section 85I. 


AMALGAMATION 
OF CORPORATIONS 


Section 851 


The general scheme of section 851 
is to place the corporation resulting 
from the amalgamation in approx- 
imately the same position for income 
tax purposes as the predecessor cor- 
porations. However, there are certain 
respects in which this has not been 
accomplished. 


Recommendation: It is recommended 
that section 85I should be further 
amended so as to place the new cor- 
poration as nearly as possible in the 
same position as the predecessors un- 
der the Income Tax Act. Attention is 
drawn to the following points in par- 
ticular: 


1. Business losses 

Under section 851(2)(i) business 
losses sustained by a predecessor cor- 
poration may not be carried forward 
and deducted under section 27(1) (e) 
by the new corporation. It is recom- 
mended that such losses should be de- 
ductible subject to. safeguards sim- 
ilar to those contained in section 
27(5). 


2. Undistributed income on hand 


If the undistributed income on 
hand of a predecessor corporation is a 
negative figure, the benefit of this 











L961 


are 
»m- 
ris- 
me 
the 


led 
ans 
ion 


ib- 


oI 


in 








RECOMMENDATIONS ON THE INCOME TAX ACT 367 


deficit is lost upon amalgamation. It 
is recommended that such a deficit 
should be taken into account in 
computing the undistributed income 
of the new corporation subject to a 
safeguard similar to that contained in 
section 82(13). 


3. Prospecting and drilling expenses 


Section 851(3)(f£) provides that on 
an amalgamation the prospecting, ex- 
ploration, drilling and development 
expenses which have not been claimed 
by the predecessor corporation may 
not be deducted in computing the un- 
distributed income of the new cor- 
poration. This provision may cause a 
serious inequity, as for example, 
where undistributed income is being 
determined for the purposes of section 
105C in a case where such expenses 
have not been claimed in computing 
the income of one of the predecessor 
corporations because of the three-year 
exempt period for a new mine. It is 
recommended that such expenses 
should be deductible in computing 
the undistributed income of the new 
corporation for the purposes of sec- 
tion 851 and section 105C to the ex- 
tent that they have not been claimed 
in computing the income of the pre- 
decessor corporation, with appropri- 
ate adjustments in respect of any year 
of the new corporation where such 
unclaimed expenses are subsequently 
claimed and with provisions for carry- 
ing forward this special undistributed 
income computation to subsequent 
mergers involving the new corpora- 
tion, all to be subject to a safeguard 
similar to that contained in section 
§2(13). 

4. Carry-forward of certain prospect- 
ing, drilling and development 
expenses 

Expenses of this type which are 
normally deductible under subsection 
(6) of section 83A or are not deduct- 


ible under section 83A but are avail- 
able to be carried forward and de- 
ducted under section 1204 and 1205 
of the Regulations, are not permitted 
to be carried forward and deducted 
by the new corporation under section 
851(3). It is recommended that pro- 
vision should be made for deducting 
such expenses in the same manner as 
other prospecting, drilling, explora- 
tion and development expenses. 


5. Change from “accrual” to “cash” 
method 

Section 851(2)(c) contains special 
rules which are applicable where the 
predecessor corporation followed the 
cash method and the new corporation 
follows the accrual method but these 
rules do not apply to the reverse situa- 
tion. It is recommended that these 
rules be extended so that where the 
predecessor corporation follows the 
accrual method and the new corpora- 
tion follows the cash method the 
amounts being included in the income 
of the predecessor corporation will 
not again be included in the income 
of the new corporation. 


6. Election to pay the 15% tax 

Section 851(4) permits the carry 
forward of the right to make an elec- 
tion under section 105(1) or 105(2). 
However, this provision does not pro- 
vide for carrying forward the right to 
make an election under section 105 
(2a) or (2b). It is recommended that 
this should be permitted. 


7. Special reserves 

Provision was made under section 
851(2)(m) in 1960 for carrying for- 
ward the right to deduct certain spe- 
cial reserves. However, if a predeces- 
sor carried on business as an insurance 
agent or broker there was no provision 
for carrying forward the right to 
deduct a reserve which would normal- 
ly be permitted under section 85B(6). 
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It is recommended this be provided 
for. 


8. Interest 

If the new corporation assumes an 
interest obligation of a predecessor, it 
is not entirely clear that the new cor- 
poration will have complied with the 
conditions imposed by section 11(1) 
(c) for the deductibility of the in- 
terest. It is recommended that pro- 
vision be made to the effect that in 
determining whether the new cor- 
poration is entitled to deduct interest 
the same tests will be applied as were 
applied under section 11(1)(c) at 
the time the predecessor corporation 
incurred the indebtedness. 


9. Scientific research 

Expenditures of a capital nature on 
scientific research by a predecessor 
corporation which are available for 
carry forward under section 72(1) (b) 
will not be available for deduction 
by the new corporation. It is recom- 
mended that provision should be 
made to permit this carry forward. 


10. Assessment and appeal 
provisions 

It is not clear what happens to the 
rights and obligations of a predeces- 
sor corporation under the Act follow- 
ing the amalgamation. It is recom- 
mended that the new corporation 
should have all the rights and obliga- 
tions of the predecessor corporation 
with respect to returns, assessments, 
payment, objections and appeals. 


REVOCATION OF ELECTION TO BE 
TAXED ON 1949 SURPLUS 


Section 105 


Under this section when a corporate 
taxpayer elects to pay tax on its 1949 
undistributed income, it becomes 
liable for any additional tax that may 
be found payable on assessment. 
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The computation of undistributed 
income in many cases goes back as 
far as 1917 and frequently there are 
unknown or doubtful items, some of 
which may be of material amount. 
An example might be where substan- 
tial additions are made to the undis- 
tributed income arising from surpluses 
transferred from predecessor com- 
panies of which the taxpayer may 
have had no knowledge. 


Because of the possibility of such 
differences arising in the computation 
of undistributed income due to un- 
known factors, the difficulty of ade- 
quately determining all the facts of 
particular transactions after a number 
of years, the existence of differences 
of opinion on interpretation of the 
law, and the possibility of honest 
errors, a large additional amount of 
tax may be assessed that the tax- 
payer is unable or unwilling to pay. 


Recommendation: It is, therefore, 
recommended that the taxpayer be 
given the right to revoke an election 
within 90 days from date of assess- 
ment and recover tax already paid 
under this section where the assessed 
tax exceeds the estimated tax by say 
more than 10%. 


ELECTIONS IN RESPECT OF 
DEEMED DIVIDENDS 


Section 105(2) and (2a) 


A deemed dividend arising out of 
section 81(3) (e.g., a stock dividend ) 
qualifies, to the extent that it is not 
excluded from income by sections 
81(4) or 141(1), as a dividend for 
the purposes of elections under sec- 
tion 105(2) and (2a), whereas divi- 
dends deemed to have been received 
by section 81(1) and (2) do not. 


Recommendation: It is recommended 
that sections 105(2)(c)(ii) and 105 
(2a)(c)(ii) be amended so as to in- 
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clude all dividends deemed to have 
been received by section 81 to the 
extent not excluded from income by 
virtue of sections 81(4) or 141(1). 

TAX ON UNDISTRIBUTED INCOME 

AFTER AMALGAMATION 
Section 105C 

The purpose of this section would 
appear to be to impose tax in the case 
of an amalgamation under which the 
undistributed incomes of the com- 
panies entering into the amalgama- 
tion are not fully covered by net as- 
sets. Where a company has paid tax 
on undistributed income under section 
105 or section 105B the tax-paid un- 
distributed income on hand remains 
part of the undistributed income for 
tax purposes. It seems unreasonable 
that the tax-paid undistributed income 
should be included in the undistrib- 
uted income for the purposes of sec- 
tion 105C. 
Recommendation: It is recommended 
that section 105C(a) be amended to 
provide for the deduction of tax-paid 
undistributed income. 


NON-RESIDENTS 
Section 106(1) 

It is obvious that neither taxpayers 
nor the Crown can always be certain 
when a payment deemed or actual is 
subject to income tax under section 
106 of the Income Tax Act. A resi- 
dent of Canada about to make a 
deemed or actual payment to a non- 
resident must make such a determina- 
tion in order to ascertain if the 15% 
withholding tax is payable. If any 
doubt exists in his mind, it would be 
prudent for him to assume the pay- 
ment to be subject to income tax 
under section 106 and remit the tax. 
Upon such remittance, the non-resi- 
dent at present has no remedies avail- 
able to him in order to determine 
whether the sum in question was 


properly subject to such tax. 


Recommendation: It is recommended 
that provision should be made for a 
non-resident to file a notice of objec- 
tion whether or not he has received 
any assessment. 


ELECTION BY NON-RESIDENT 
Section 110(7) 


Section 110(7) of the Income Tax 
Act provides that a non-resident per- 
son may not make an election under 
section 43 of the Act unless he has 
filed a return of income for each of 
the five taxation years immediately 
preceding the year of sale. This 
applies unfairly in the case of a non- 
resident who owned property in Can- 
ada for a period of less than five 
years, but who nevertheless filed re- 
turns for each of the years during 
which he held the property. Section 
43 provides relief where the period 
involved is less than five years in 
some circumstances. 
Recommendation: It is recommended 
that section 110 be amended to pro- 
vide relief similar to that contained 
in section 43, by requiring that tax 
returns be filed for the lesser of the 
five preceding years or the number of 
preceding years during which real 
property was owned in Canada by 
the non-resident. 


GIFT TAX EXEMPTIONS 
Section 112(4) (ba) 

A taxpayer may be deprived of the 
full benefit to be obtained from 
the exemption provided in this para- 
graph because of his failure to re- 
cognize some of the technical impli- 
cations. 

Recommendation: It is therefore re- 
mended that: 

(1) the exemption be extended to 
include a gift other than an interest 
in real property if the subject matter 
of the gift is used within a reason- 
able time in acquiring real property 
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or an interest in real property for the 
purposes specified in the paragraph, 

(2) a gift of an interest in real 
property the value of which does not 
exceed $1,000 shall be deemed to be 
exempt by virtue of section 112(3) 
and not by virtue of this paragraph, 
and 

(3) where the total amount of gifts 
made by the taxpayer in the year, 
other than gifts which are exempt 
from tax by section 112(3) and para- 
graphs (a), (b), (c) and (d) of sec- 
tion 112(4), does not exceed the 
statutory deduction allowed to the 
taxpayer under section 112(2), the 
taxpayer shall not be deemed to have 
availed himself of the exemption pro- 
vided in this paragraph. 


SEIZURE OF DOCUMENTS, ETC. 
Section 126(3) 


This section provides for the widest 
seizure powers for documents, books, 
records, papers or things which may 
afford evidence of a violation of the 
Income Tax Act, wherever they may 
be found and it frequently happens 
that such documents, etc. are seized 
without leaving any record thereof 
with the person having their custody. 


Recommendation: It is recommended 
that officers of the Department of Na- 
tional Revenue empowered under this 
section to seize and take away such 
documents, etc. be required at the 
time of seizure and taking to deliver 
a certified list of the documents, etc. 
seized and taken away to the person 
having custody thereof. 


EVIDENCE 

Section 136(8) 
The provision that a document 
(other than returns required to be 


filed under the Act) may be admis- 
sible as prima facie evidence without 
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normal proof is contrary to all rules 
of evidence. 

Recommendation: It is recommended 
that the section be amended to pro- 
vide that the method of proof re- 
ferred to therein, insofar as it relates 
to documents made by or on behalf 
of the taxpayer, should be restricted 
to the proving of prescribed forms 
submitted by or on behalf of the tax- 
payer pursuant to some requirement 
of the Act. 


MAILING DATE OF NOTICE 
OF ASSESSMENT 
Section 136( 12a) 

Under this section the date of mail- 
ing of any notice of assessment or 
notification described in subsection 4 
of section 46 is deemed, in the ab- 
sence of evidence to the contrary, to 
to be the day appearing from such 
notice or notification to be the date 
thereof “unless called in question by 
the Minister or by some person acting 
for him or Her Majesty”. Also, where 
the actual mailing was earlier than 
the date shown on the assessment, the 
taxpayer may lose his right of ob- 
jection by reliance on the latter date. 
Recommendation: It is recommended 
that: 

(1) the words appearing in quota- 
tions should be deleted as there is no 
justification for the Minister having 
such additional power particularly 
since the facts dealing with the prep- 
aration and mailing of such notice are 
ons the knowledge of the Minister; 
an 

(2) for the purposes of computing 
the time within which a notice of ob- 
jection shall be served on the Minister 
under section 58(1), the taxpayer 
shall be entitled to treat as the day 
of mailing of the notice of assessment 
the later of the actual day of mailing 
thereof and the day appearing there- 
from to be the date thereof. 
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CASES WHERE SALARIES AND WAGES 
ARE NOT AN IMPORTANT FACTOR 


Regulation Part IV 


In the case of a number of com- 
panies, such as real estate holding 
companies and finance companies 
which may have a very few em- 
ployees in relation to the size of the 
undertaking, the use of the salaries 
and wages ratio in the allocation 
formula may produce a very unreal- 
istic result. 

Recommendation: It is suggested that 
companies falling into this category 
might be dealt with in the same man- 
ner as trust and loan corporations 
under section 405 of the Regulations. 


LEASEHOLDS, PATENTS, FRANCHISES, 
CONCESSIONS, LICENCES 
Regulation 1100(1)(b) 

Under regulation 1100(1)(b) the 
capital cost allowance for leasehold 
property is computed separately in re- 
spect of each property and on a 


straightline basis, although all of such 
leasehold property constitutes one 
class under class 13 of schedule B. 
The same is true under regulation 
1100(1)(c) of patents, franchises, 
concessions and licences described in 
class 14 of schedule B. Under section 
20(1) and regulation 1100(2), how- 
ever, all of a taxpayer's property of 
one of the classes described is lumped 
together for the purpose of recaptur- 
ing capital cost allowances and claim- 
ing a terminal allowance. 
Recommendation: It is recommend- 
ed that a taxpayer have the right to 
elect that any item of property de- 
scribed in classes 13 and 14 of sched- 
ule B constitute a separate class so 
that the recapture and terminal pro- 
visions, as well as the percentage de- 
duction provision, may apply to such 
property separately and that, once an 
election is made, it be binding on the 
taxpayer and not changeable except 
with the consent of the Minister. 


RECOMMENDATIONS FOR AMENDMENTS 
TO THE ESTATE TAX ACT 


JOINTLY HELD INSURANCE POLICIES 
Section 3(1)(m) 

Insurance on the life of the de- 
ceased that is owned by the deceased 
jointly or in common with another 
person is included in full in the tax- 
able estate. There would appear to 
be no valid reason for treating life 
insurance differently from any other 
property owned jointly or in common. 


Recommendation: It is recommended 
that this provision be amended to en- 
sure that proceeds of life insurance 
would be included in taxable estate 
only to the extent of the proportionate 
interest of the deceased in the policy. 


LIFE INSURANCE POLICIES 
EFFECTED IN RESPECT OF 
EMPLOYMENT, ETC. 
Section 3(4a) 


Section 3(4a) provides special 
treatment for insurance policies ef- 
fected by employers on the lives of 
their employees. The quality of tax- 
ability is in effect stamped on the 
policy because of the relationship or 
former relationship of employer and 
employee, regardless of when the 
policy was effected and of what title 
changes have intervened. Sub-section 
(4a) is too broad. It is understood 


that certain situations were contem- 
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plated when the sub-section was in- 
troduced, viz. assignment of group 
insurance, a policy owned by employ- 
er with employees’ estate or a mem- 
ber of his family as beneficiary and 
death-bed assignment by employer to 
a member of employee's family, and 
that it was not intended to tax all em- 
ployer effected policies to the extent 
not paid to the employer. 


Recommendation: It is recommended 
that the law be restricted to those 
cases which the authorities intended 
to subject to tax. One method would 
be to amend paras. (c) and (g) of 
section 3(1) to include property dis- 
posed of by an employer or former 
employer of the deceased to the 
spouse or child of the deceased (cf. 
section 3(1)(m)(i)(C)); to include 
group insurance proceeds payable on 
the life of the deceased under section 
3(1)(m), but regardless of owner- 
ship; and to restrict section 3(4a) to 
life insurance owned at the date of 
the death of the life insured by an 
employer or former employer of the 
life insured. 


PERSONAL EXEMPTIONS 
Section 7(1) 


The exemption provided in the case 
of the estate of a wife survived by a 
healthy husband or an infirm husband 
without dependent children is limited 
to the basic exemption of $40,000 
and no further exemption is provided 
for dependent children of a healthy 
husband. On the other hand, if the 
wife is survived by an infirm husband 
with a dependent child an additional 
basic exemption of $20,000 is per- 
mitted together with $10,000 for 
each dependent child. 
Recommendation: It is recommended 


that any distinction be removed and 
that the higher basic exemption be 
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allowed in the case of a husband as 
in the case of a wife. 


GIFTS TO CHARITY 
Section 7(1)(d) (i) 


Section 7(1)(d)(i) is too restric- 
tive in that it prevents a testator from 
arranging a deductible charitable gift 
to a charitable trust or charitable or- 
ganization established by his will. 


Recommendation: It is recommended 
that sub-para. (i) of section 7(1)(d) 
be replaced along the lines of the 
following: 


(i) Any organization in Canada 
which was constituted exclusive- 
ly for charitable purposes, in- 
cluding the making of gifts to 
other such organizations in Can- 
ada and no part of the resources 
of which was payable to or other- 
wise available for the benefit of 
any proprietor, member or share- 
holder thereof; or 


(ii) any trustee under a trust, the 
property comprised in which and 
the income therefrom may only 
be used in carrying on charitable 
activities in Canada, including 
the making of gifts to organiza- 
tions in Canada constituted ex- 
clusively for charitable purposes; 

and that present sub-para. (ii) be re- 

numbered as (iii). 


GIFTS TO CHARITY SUBJECT TO 
POWER TO ENCROACH 


Section 7(1)(d) 


Charitable gifts to be deductible 
must be absolute and indefeasible. 
Thus where an estate is left subject 
to a life income, remainder to char- 
ity with power to encroach in favour 
of the life tenant, no deduction is al- 
lowed for the remainder going to 
charity. 
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Recommendation: It is recommended 
that there be added to section 7 a new 
sub-section along the following lines: 

Where any gift was made by the deceas- 
ed during his lifetime or by his will to a 
donee described in paragraph (d) of sub- 
section (1) but subject to a power in fa- 
vour of any person to appropriate at any 
time or from time to time the whole or 
any part thereof for the use or benefit of 
any other person, the gift so made shall 
not be considered not to have been abso- 
lute and indefeasible except to the extent 
that such power is exercised at any time. 


SITUS OF PROPERTY 
Section 9(8) 

The situs rules in section 9(8) con- 

flict in a number of cases with the 
common law rules. Accordingly, 
property may be deemed situated in 
Ontario or Quebec under the common 
law rules and subject to provincial 
duty but may not qualify for provin- 
cial tax credit. On the other hand, 
property in respect of which provin- 
cial tax credit is allowed may not be 
subject to provincial duty. The pro- 
vinces are bound by the common law 
rules of situs. 
Recommendation: It is recommended 
that the federal rules be amended to 
conform to the common law rules in 
every respect. 


NOTICES OF ASSESSMENT 
Section 12(2), (3) 

Section 12(2) requires the Minis- 
ter to send a notice of assessment to 
each of the executors but immediate- 
ly removes this obligation in sub-sec- 
tion (3) under which notice to any 
executor is deemed notice to all. Fur- 
thermore, where tax is payable by 
persons other than the executor or 
executors a notice to any such execu- 
tor apparently is binding upon the 
other person whether he has any 
knowledge of the assessment or not. 


wy 


Recommendation: It is recommended 
that sub-section (3) should only bind 
the executors and the other persons 
should be entitled to receive a no- 
tice of assessment addressed to such 
person. In any case, no person should 
be bound by any notice of assessment 
of which he has not had actual notice. 


REASSESSMENT 
Section 12(5) 

Section 12(5) permits the Minister 
to reassess beyond the four-year limit 
in any case where “the person by 
whom any return is filed has made 
any misrepresentation, committed any 
fraud or knowingly or otherwise fail- 
ed to disclose any material fact in fil- 
ing any return or supplying informa- 
Cisne 
Recommendation: It is felt that this 
provision is so broad as to make the 
four-year limitation meaningless. It 
is recommended that the words “or 
knowingly or otherwise” should be 
deleted from this provision, in con- 
formity with the comparable provi- 
sions in the Income Tax Act. 


LIABILITY OF EXECUTORS 
Section 13 


There is no provision in the Act for 
a Certificate of Discharge as in the 
Succession Duty Act. It is suggested 
that this be provided for so that an 
executor can get a clearance before 
the four-year period has expired. 


SUCCESSOR’S TAX LIABILITY 
Section 14(1) 

A successor is liable as surety for 
taxes and it is suggested that such 
liability should be restricted under 
section 14(1) to the amount of tax 
on property which he has actually re- 
ceived. A successor could be seri- 
ously prejudiced under the present 
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wording if, for instance, the execu- 
tor should abscond. 


Recommendation: It is recommended 
that section 14(1) be restricted ac- 
cordingly. 


TAX BY INSTALMENT ON 
LIFE INTERESTS 


Section 15 


Section 15(1)(a) provides for the 
spreading of tax over six years only 
if both of the following conditions 
are present: (1) that the tax is in re- 
spect of an income right, annuity, etc., 
and (2) that no property coming out 
of the actual estate under the control 
of the executor passes to the benefi- 
ciary of the income right, annuity, 
etc. It is understood that the taxa- 
tion division will apply section 15(1) 
(a) to permit spreading with respect 
to the excess of tax on the income 
right, etc. over property received by 
the particular beneficiary through the 
executor. The wording does not ap- 
pear to support this position. 


The taxable annuity, pension, in- 
come right, etc., is valued arbitrarily 
on the basis of the life expectancy of 
the recipient as set out in an actuarial 


table (section 58(1)(s)(i)). The 
capitalized value of the pension is 
added to the estate, tax is levied, 
and payment required within 6 
months of death, save for the rare 
cases where section 15(1)(a) will 
apply. While section 15A has gone 
part of the way, hardship will still 
result through the levy of tax on the 
capitalized value of the benefit be- 
fore amounts are received with which 
to pay the tax. It is also still true that 
benefits which are not in fact received 
can be taxed. 


Recommendation: It is recommended: 
(1) that, in any event, section 
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15(1)(a) be amended to coincide 
with the intention expressed by the 
taxation division; and 


(2) that in the case of any annuity 
or other income right where the prop- 
erty out of which such payments are 
made is not part of the estate, the 
value of the right to receive such pay- 
ment (determined in accordance with 
actuarial tables) be included in the 
estate for the purpose of determining 
the rate of tax but tax be imposed at 
the rates so determined only as pay- 
ments are received; 
but, failing this, at the very least that 
there be provided as an alternative to 
immediate payment of tax now re- 
quired, the right to spread the tax 
over 10 years on the basis of a 10- 
year temporary life annuity on the 
recipient’s life, so that on the termi- 
nation of the benefit before the ex- 
piry of 10 years (e.g. death or re- 
marriage of recipient) no further tax 
would be exigible. 


VALUATION OF SHARES OF 
LISTED SECURITIES 


Section 27(1) 


Section 27(1) requires that the 
valuation of listed or quoted securi- 
ties be made on the basis of the clos- 
ing price or quotation except where 
there is no price or quotation avail- 
able or in the case of a controlling in- 
terest. This rule appears to be un- 
reasonably arbitrary since it requires 
that circumstances that would indi- 
cate that the closing price or quota- 
tion did not represent a fair assess- 
ment of the value of the security must 
be ignored. 


Recommendation: It is recommended 
that section 27(1) be repealed or fail- 
ing repeal that it be amended to pro- 
vide that the criteria stated be prima 
facie proof rather than conclusive. 
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QUICK SUCCESSIONS 
Section 33 


In this automobile age the quick 
succession problem is becoming in- 
creasingly acute. The case of hus- 
band and wife dying in quick succes- 
sion as a result of an automobile ac- 
cident, and leaving children, is by no 
means rare. The present provisions 
have been substantially unchanged 
since they were brought into the Suc- 
cession Duty Act in 1945. 


Recommendation: It is recommended 
that the values excluded in section 
33 be increased by one-half so that 
the percentages included, as set forth 
in section 33(a) to (e), shall read as 
follows: 


ee WAS ete hs 2 oR nee 25% 
NBD! eet at ead He ae 40% 
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ESTATES OF NON-DOMICILIARIES 
Section 34 


The flat rate of 15% on non-domi- 
ciliary estates may work hardships. 
For example, a non-domiciliary may 
have all his assets, say $10,000, in 
Canada and on his death $1,500 of 
tax would be attracted. 


Recommendation: It is recommended 
that the estate of a non-domiciliary 
be given the option to file as though 
he had died domiciled in Canada. 


ALTERNATIVE VALUATION DATE 
Section 58(1)(s) 

Valuations must be computed as of 
the date of death save for some rela- 
tively unimportant exceptions. It is 
a truism that no estate can realize any 
values at the date of death. Other 
enlightened jurisdictions have adopt- 
ed an optional alternative valuation 
date. While the needs of the fiscus 
must be served, there should be room 
also for justice and humanity in the 
tax system. It is not difficult to visu- 
alize instances where values are sub- 
stantially diminished between the 
date of death, when liability for tax 
is fixed, and the date when assets can 
be realized in order to pay the tax. 


Recommendation: It is recommended 
that the law be amended to provide 
that the date of valuation shall be at 
death or one year after death at the 
option of the estate, and if the al- 
ternate date is chosen, the value of 
any asset sold between the date of 
death and the alternate date shall be 
the price at which it was sold. 








Edited by BARRY COUTTS, C.A. 
Professor, University of Toronto 


Accounting Research 


THE NATURE OF ACCOUNTING 
RESEARCH 


The word “research” has become 
extremely popular in recent years. It 
has become in the public mind what 
might be called a prestige word, one 
that reflects virtue on any activity 
with which it is associated and on 
those who are engaged in or sponsor 
it. The diversity of the activities car- 
ried on under the name of research 
and the lack of agreement on its na- 
ture and purpose, however, sometimes 
raise questions in the minds of an ob- 
server as to what, if anything, re- 
search is and whether all of the activ- 
ities dignified by its name are of value 
and significance. 

This is especially true of “account- 
ing research” since the range of activ- 
ity carried on under this name seems 
to be exceptionally wide and few ac- 
countants seem to have a very clear 
idea of its objects. This situation is 
not by any means confined to Canada. 
In fact, the same general confusion as 
to the nature and purpose of account- 
ing research seems to exist in the 
United States and in other countries 
as well. The situation in Canada is 
somewhat less clear than elsewhere, 
however, because the relative scarcity 
of research activity has provided us 
with little opportunity to develop a 
concept of accounting research in gen- 
eral from a review of specific accom- 
plishments. The recent publication of 
a group of articles on accounting re- 
search activity in the United States 
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should, therefore, be of special inter- 
est to Canadian accountants because 
of the opportunity it provides for us 
to increase our knowledge of the 
kinds of activity described as re- 
search. 


The articles in question appeared in 
the January 1961 issue of The Ac- 
counting Review, the journal of the 
American Accounting Association. 
They are reprints of papers presented 
to the annual conference of the As- 
sociation last August by representa- 
tives of the principal accounting 
bodies in the United States. As the 
organizations represented included, in 
addition to the academic accountants 
in the Association itself, the American 
Institute of Certified Public Account- 
ants, the National Association of Ac- 
countants, the Controllers Institute 
and the Securities and Exchange 
Commission, the activities described 
may be presumed to cover most of the 
“accounting research” activity in the 
United States. 


It must be admitted that, despite 
the status of the speakers and the or- 
ganizations which they represent, the 
picture presented by the series does 
not go very far towards eliminating 
the existing lack of agreement as to 
the nature of research. Nevertheless, 
some conclusions do seem to be war- 
ranted by the general attitude reflect- 
ed in the papers, and a review of their 
salient points may thus provide a 
helpful guide to further thinking on 
the subject. 









C.A. 
ronto 


nter- 
‘ause 
r us 


the 


re- 


d in 
Ac- 
the 

ion. 

ited 

As- 

ita- 

ing 
the 

, in 
nts 


nt- 
Ac- 
ite 
ge 
ed 
he 
he 


ite 
yr- 





ACCOUNTING RESEARCH 


AAA Research 

The remarks of Raymond C. Dein, 
director of research of the American 
Accounting Association, deal largely 
with the historical development of the 
Association’s research interests. Little 
reference is made to specific projects 
or publications. This omission is part- 
ly, he suggests, because results have 
been so few, but it is also due to his 
belief that the Association’s concern 
has been with first principles rather 
than practical applications. Since its 
inception the Association has favoured 
the development of “a single coordin- 
ated body of theory” rather than a 
procedure of “collecting masses of 
facts for their own sake”. Mr. Dein 
confesses, however, that very little 
progress has been made in the formu- 
lation of a basic theoretical frame- 
work and that the field is as wide 
open as it was in 1936 when the As- 
sociation assumed its present form 
and title. 

It may be that Mr. Dein has been 
more critical of his Association than 
the facts actually warrant since the 
Association has sponsored or publish- 
ed a number of valuable studies on 
various topics. The list of these pub- 
lications, including as it does such 
titles as “An Introduction to Corpo- 
rate Accounting Standards” and “A 
Statement of Accounting Principles”, 
as well as the group of studies on 
price level changes, does, however, 
confirm his contention that the prin- 
cipal interest has been in general 
theory rather than in specific prob- 
lems. 


AICPA Research 

The approach of the American In- 
stitute of Certified Public Accountants 
has been almost the direct opposite to 
that of the Association. This differ- 
ence is not very surprising when it is 
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considered that the Institute consists 
largely of practising public account- 
ants who need guidance on day-to- 
day problems and, unlike the aca- 
demic members of the Association, 
cannot wait for the formulation of an 
all-embracing theory. This more de- 
tailed approach has resulted in the 
publication of a large number of 
“Accounting Research Bulletins” each 
one of which, in its original form, 
dealt with one fairly specific problem 
of financial accounting and endeav- 
oured to provide for that problem a 
discussion of the theoretical problems 
involved, a survey of practice, and a 
recommendation regarding the treat- 
ment favoured by a majority of the 
sponsoring committee. A recent re- 
organization of the Institute’s research 
activities, however, suggests that the 
old approach has not been considered 
entirely satisfactory and that the In- 
stitute’s responsibilities for research 
are broader than those which it has 
recognized in the past. 


Because this reorganization only be- 
came effective in September 1959, the 
Institute’s representative at the con- 
ference, Weldon Powell, chairman 
of the new Accounting Principles 
Board, devoted most of his paper to 
the proposed functions of the Board 
and its plans for the future. He sum- 
marized the aim of the Institute’s new 
research policy in the following words 
taken from the report of the special 
committee set up to review research 
pulicy: “The general purpose of the 
Institute in the field of financial ac- 
counting should be to advance the 
written expression of what constitutes 
generally accepted accounting prin- 
ciples, for the guidance of its mem- 
bers and others. This means some- 
thing more than a survey of existing 
practices. It means continuing effort 
to determine appropriate practice and 











378 


to narrow the areas of difference and 
inconsistency in practice.” 

In developing this idea, Mr. Powell 
indicated that attention to the broad 
problem of financial accounting was 
required at four levels: postulates, 
principles, rules for the application of 
principles in specific situations, and 
research. This separation of research as 
a separate “level” is rather confusing 
at first glance since the other “levels” 
seem to involve most of the areas in 
which accounting research is conven- 
tionally carried on. Mr. Powell clari- 
fies his meaning to some extent when 
he states that “adequate accounting 
research . . . is necessary in all the 
foregoing. We plan that our pro- 
nouncements on accounting matters 
will be based on thoroughgoing, in- 
dependent study of the matters in 
question, during which consideration 
is given to all points of view.” That 
the development of a sound theoret- 
ical basis for accounting is the basic 
object of the Institute’s accounting 
research is further confirmed by his 
remarks at a later point in his paper 
to the effect that “a firm foundation 
in accounting theory is necessary to 
the development of a sound super- 
structure of accounting practices and 
procedures”. 

Mr. Powell also specifically rejects 
the view that the study of prevailing 
practice, a mere “counting of noses”, 
constitutes the whole of account- 
ing research. On the other hand he 
emphasizes that “the accumulated ex- 
perience of the responsible elements 
in the business community cannot be 
ignored” and denies that it is intended 
to reject the “practical approach to 
accounting in favour of the theoretical 
one”. These somewhat contradictory 
remarks may reflect a certain indeci- 
sion in the minds of the Board regard- 
ing the relative importance of “theory” 
and “practice”. On the other hand, 
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they may only be an understandable 
result of that absence of a general 
consensus as to the nature of account- 
ing research which is the subject of 
this article. 


In any case, the list of research pro- 
jects proposed by the board reflects 
the same ambivalence. Two, or per- 
haps three, of the seven projects dis- 
cussed are on the theoretical side. 
One of these relates to accounting 
postulateseand the second deals with 
principles while the third project 
which might be considered “theoret- 
ical” deals with accounting for non- 
profit organizations. The other four 
projects appear to be decidedly more 
specific problem areas. These are: 
accounting for income taxes, account- 
ing for long-term leases, accounting 
treatment of business combinations, 
and accounting for pension costs. As 
Mr. Powell points out, these latter are 
of the same general nature as the ac- 
counting research bulletins, and some 
of them may lead to revisions of pre- 
vious pronouncements. 


NAA Research 


As might be expected, the research 
interests of the National Association 
of Accountants (formerly the National 
Association of Cost Accountants) and 
of the Controllers Institute Research 
Foundation differ significantly from 
those of the general accounting 
bodies. In the statement of Walter B. 
McFarland, manager of research for 
the National Association of Account- 
ants, the primary concern of this or- 
ganization with management account- 
ing is emphasized. He admits that the 
two fields of financial and manage- 
ment accounting are not mutually ex- 
clusive and that many of the research 
studies issued by the Association have 
dealt with financial accounting albeit 
with a management bias. 
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ACCOUNTING RESEARCH 


The NAA research program, like 
that of the American Institute of Cer- 
tified Public Accountants, began with 
a “practical” approach with the em- 
phasis on surveys. Mr. McFarland 
points out, however, that it was soon 
realized that a mere factual study was 
not enough and that research must 
proceed to investigations into the rea- 
sons for diversity of practice and, 
finally, to attempts at evaluation. This 
approach, he says, has led to a realiza- 
tion that relevance to its intended 
purpose is the best test that can be 
applied to distinguish between good 
and bad accounting. The present ap- 
proach to research by the NAA is 
said to involve several steps. The 
first is the collection of data through 
field interviews in depth to discover 
what practices are being used and 
why. The next step involves classi- 
fying and summarizing the facts dis- 
covered and attempting to make the 
relationships between them clear. It 
is at this stage that hard thinking is 
required over considerable periods of 
time. The final result of the process 
is the development of significant gen- 
eralizations from the material. 

Mr. McFarland suggests that these 
generalizations are, in effect, “account- 
ing principles” but that they are not 
called by this name because of the 
confusion surrounding some of the 
common uses of the term. As a matter 
of principle, the Association has made 
“no attempt to develop comprehensive 
statements of concepts and principles 
covering this whole field of manage- 
ment accounting” on the grounds that 
such statements would be “couched in 
terms so broad that they would have 
little significance”. It is said that 
when concepts are defined and prin- 
ciples stated for the limited area of 
each study, conclusions drawn from 
research can be definite and specific 
guides to practice. Because of the 
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nature of management accounting and 
of this Association, no attempt is 
made to prescribe accounting meth- 
ods or to regulate procedure. It is, 
however, admitted in the paper that 
there is a need for the authoritarian 
establishment of standards in the field 
of external reporting in order to pro- 
vide for uniformity and comparability 
in public statements. The author in- 
sists, however, that the prescription 
of such standards is not “research” al- 
though it may be guided by research. 
The record of the Association’s 
activities in its chosen field is too long 
to be summarized conveniently. The 
list given in the paper of projects cur- 
rently in progress, however, provides 
a fair indication as to the nature of its 
work. The projects listed are: prac- 
tical applications of direct costing, 
costs of manufacturing and marketing 
capacity, funds flow analysis for man- 
agerial control and decision making, 
uses and classifications of data for 
managerial decisions, and new tech- 
niques in inventory management. 


Controllers Institute Research 

The research activities of the Con- 
trollers Institute Research Foundation 
(the research arm of the Controllers 
Institute of America), as described 
by its research director, are even 
wider than those of the NAA being 
devoted to all the aspects of control- 
lership and not restricted to account- 
ing. Although research on accounting 
problems is not precluded, it is stated 
that “management problems and the 
contribution of controllership to their 
solution merit priority over problems 
in the mechanics of gathering and 
processing information”. As a result 
of this approach, few of the current 
projects are in the field of accounting 
research although some, such as “Busi- 
ness Experience with Electronic Com- 
puters” and “Corporate Records Re- 
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tention”, will be of interest to ac- 
countants. 


SEC Activities 

The final paper reported in this 
issue of The Accounting Review was 
delivered by Andrew Barr, chief ac- 
countant, Securities and Exchange 
Commission. This paper is accom- 
panied by the usual disclaimer to the 
effect that the views expressed are 
those of Mr. Barr and not those of the 
Commission. The reader may, how- 
ever, agree with Mr. Barr when he 
suggests that the progress of account- 
ing research is inextricably involved 
with the work of the Commission and 
that a good many of the activities of 
the Commission in the preparation 
and issue of accounting releases and 
in the prescription of forms and pro- 
cedures for financial reports are en- 
titled to be considered accounting re- 
search. On the whole, the Commis- 
sion has tried to avoid imposing its 
views on industry and the accounting 
profession and, accordingly, has pre- 
ferred to encourage research activity 
by professional accountants rather 
than to engage in it itself. 


Nature of Accounting Data 

As indicated at the beginning of 
this article, no clear picture of the 
nature of accounting research is pro- 
jected by these articles as a whole. 
Nevertheless, a measure of agreement 
can be detected, and it is possible to 
deduce the general idea that account- 
ing research should involve at least 
in part the collection, organization 
and classification of facts, and the de- 
velopment of generalizations regard- 
ing them. 

There is still disagreement as to the 
relative importance of each of these 
elements and even as to the relation- 
ship between them. A review of the 
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article suggests, however, that much 
of this disagreement arises from a 
failure to recognize that there are two 
classes of facts which can be collected 
in accounting research, that neither of 
these is of the same kind as the “facts” 
which are the subject of scientific re- 
search. Furthermore the interest of 
accountants in these “facts” is not of 
the same order as that of the scien- 
tist. In the natural sciences the facts 
which are the subject of study are 
natural phenomena and the object of 
the research is to develop an under- 
standing of them. Scientific research 
proceeds by developing hypotheses 
or theories regarding the inter-relation 
of phenomena and seeks by experi- 
ment and synthesis to infer an over- 
all theory which will account for the 
phenomena. In accounting research, 
on the other hand, the facts are either 
man-made business activities or ac- 
counting techniques. The object is 
not to “explain” them in a scientific 
sense but, with respect to the first 
class, to develop a means of recording 
and reporting them which will be of 
use to those who are concerned with 
directing business activities, and, with 
respect to the second class, to evalu- 
ate their effectiveness in achieving 
this purpose. 

It seems possible that if this basic 
distinction between a technique, such 
as accounting, and a true science were 
recognized, many of the problems re- 
lated to accounting research could be 
resolved. We would see that we need 
to find out, first, the activities on 
which reports are needed and, second- 
ly, the techniques available for re- 
cording and reporting them. The 
need for theorizing to define and un- 
derstand the needs of the users of 
financial data and to develop im- 
proved methods of meeting those 
needs would also be seen in its proper 
relationship to the collection of data. 
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Tax Review 


Edited by CAMPBELL W. LEACH, C.A. 


McDonald, Currie & Co., Montreal 





CorPORATE SURPLUS AGAIN 

During the past year innumerable 
articles and speeches have been pre- 
sented on the problem of corporate 
surplus. It is possible that it is 
now too late to advance any further 
suggestions, particularly as the special 
committee appointed by the govern- 
ment to study the problems arising 
generally from the scheme of double 
taxation of corporations and corp- 
orate distributions should be sub- 
mitting its findings soon. Neverthe- 
less, it may still be worthwhile in 
view of the fact that, out of all the 
speeches and articles, only two con- 
crete solutions have been advanced 
to date. 


Two Suggestions 

Among those solutions which have 
been advanced over the past year, the 
following two seem to have the most 
merit. The first suggestion is that 
dividends should be exempt from tax 
in the hands of individuals resident in 
Canada. This exemption would ap- 
ply only to dividends from taxable 
Canadian corporations and has been 
most forcefully advanced by A. W. 
Gilmour, C.A., D. J. Kelsey, C.A. and 
ourselves. The major objection to this 
suggestion is simply that it is prob- 
ably inexpedient from a_ political 
point of view. It is argued that this 
would benefit the rich at the expense 
of the poor and that no government in 
its right mind would advocate such a 
plan. If this is true, the suggestion 


must be forgotten, no matter how 
meritorious it may be from other 
points of view. 

The second suggestion advanced, 
among others, by Harvey Perry, until 
recently director of the Canadian Tax 
Foundation, and Eric W. Kierans of 
the Montreal and Canadian Stock 
Exchanges, is that instead of exempt- 
ing dividends from tax in the hands 
of individuals, corporations should 
be permitted to deduct dividend 
payments from taxable income in 
the same manner as interest pay- 
ments are deducted. This is an at- 
tractive solution inasmuch as the 
wealthy individuals would continue 
to pay tax at the normal rates and 
there would be no avoidance or light- 
ening of the load as amongst differ- 
ing classes of individuals. 

However, one serious disadvantage 
to this suggestion is the loss of rev- 
enue that would be incurred. Divi- 
dend payments are made to individ- 
uals, other corporations in Canada, 
non-residents, banks and insurance 
companies, and non-profit or non-tax- 
able institutions. It would be almost 
impossible to differentiate between 
these various types of dividend re- 
ceivers, and it would therefore be 
necessary to permit the deduction of 
all dividend payments. This prob- 
ably would cost the federal Treasury 
in excess of $300 million per annum. 
To make up this loss on revenue, 
corporate tax rates would have to be 
increased by at least 10% on annual 
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retained earnings, which is a rather 
steep jump. 

It might be argued by some that a 
differentiation between the various 
types of shareholders should be con- 
sidered, and the deduction for the 
dividends allowed only in respect of 
those paid to Canadian residents who 
are subject to tax. While this might 
be feasible, it is suggested that it 
would not be accepted with grace by 
the majority of corporations, particu- 
larly public corporations with a large 
number of shareholders. The reason 
for this is simply that the acquisition 
of the shares of a corporation by a 
non-resident or a tax exempt institu- 
tion would mean that the corporation 
would lose the deduction for divi- 
dends paid to those particular bodies. 
This could seriously upset the plan- 
ning of the corporation as well as its 
tax liabilities. 

These two solutions have the added 
advantage of eventually eliminating 
the designated surplus concept, that 
most troublesome provision which has 
been the spring-board for all com- 
plaints about our taxation system. It 
is with great reluctance, therefore, 
that these solutions, which are so at- 
tractive in some respects, have to be 
abandoned because of certain faults 
in minor areas. 


Defence of Designated Surplus 

The purpose of this article is to de- 
fend the designated surplus concept, 
which has been damned in every 
quarter, and in fact recommend its 
extension to all dividends paid by 
corporations, provided that there are 
certain modifications. It is suggested 
that the exemption of dividends from 
tax when received by corporations 
should be abolished and that the 20% 
dividend credit applicable to divi- 
dends received by individuals should 
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also be done away with. Coupled 
with the abolition of dividend credits, 
however, there must be added to the 
Income Tax Act a new section con- 
cerning tax credits. In essence, this 
section would permit corporations and 
individuals to claim a tax credit in re- 
spect of dividends received by them 
from Canadian corporations equal to 
the proportion of tax paid by the cor- 
poration on the particular dividend. 
This principle presupposes that in- 
come taxes are to be borne by indi- 
viduals resident or carrying on busi- 
ness in Canada. It also assumes that 
corporations are merely acting on be- 
half of their shareholders, which by 
and large, is true, and follows the 
theory that a corporation is merely a 
conduit pipe which passes profits 
from the corporation to the individ- 
ual. It is realized that it is imprac- 
tical to tax an individual shareholder 
on profits that he has not received, 
and that at the same time it is not 
economically possible to defer the 
collection of tax until such time as the 
corporate profits are distributed. Ac- 
cordingly, a tax must be imposed up- 
on the profits at the time they are 
earned. The general theory should 
not be overlooked that the profits are 
earned on behalf of the shareholders, 
and when the shareholder receives the 
money, he should be entitled to claim 
as a rebate against his tax the amount 
paid on his behalf by the corporation. 
This essentially is the system present- 
ly used by the United Kingdom, al- 
though there are slight modifications. 


An Illustration 

To illustrate the principle being ad- 
vocated, suppose that a corporation 
owned by one individual distributes 
all its profits and earns $100,000 be- 
fore taxes. The effects upon the own- 
er under the tax credit system and 
the present system are as follows: 
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TAX REVIEW 
Tax 
Credit Present 
System System 
Profits of corporation 
before tax ................ $100,000 $100,000 
Corporation tax ........ 39,850 39,850 


Cash available for 























distribution .............. 60,150 60,150 
Dividend declared ...... 100,000 60,150 
Tax thereon, assuming 

other income after 

exemptions of 

BUND a sicinecsvasenissirs 56,500 31,490 
TAK CRORE oocciceeccscnssese 39,850 
Dividend credit — 20% 12,075 
Net tax payable ............ $ 16,650 $ 19,415 











While the difference between the 
two methods is fairly substantial, its 
application on a national scale will 
not have such far-reaching effects. In 
fact, the loss of revenue should not 
exceed $43 million which is less than 
the loss were dividends to be exempt 
from tax entirely. The great advant- 
age of the present suggestion is 
that the wealthy individuals continue 
to pay tax upon their income at the 
appropriate rate and the less fortunate 
individuals obtain a credit against 
their tax otherwise payable. In de- 
termining the net loss of $43 million, 
taxation statistics for 1958 were used, 
and the dividends received by indi- 
viduals were grossed up by the effec- 
tive rate of tax applicable to corpora- 
tions which was 35.7% in that year. 
The tax payable was then recomput- 
ed, the 20% dividend credit was elim- 
inated, and a credit claimed in respect 
of the corporate tax. This produced 
a figure which showed a decrease in 
tax of $43 million as compared to the 
tax actually paid. To the extent that 
a portion of the dividends received by 
individuals is from foreign sources, 
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it is evident that the net loss to the 
Treasury would decline. 

Eric W. Kierans, president of the 
Montreal and Canadian Stock Ex- 
changes, warned in January of disas- 
trous results in Canadian private en- 
terprise if any further attempt is made 
to limit or impede the flow of foreign 
capital into Canada. He stated that, 
to create a more favourable climate 
for more Canadian investment “the 
government should examine very 
carefully the effects of high rates of 
corporate taxation on costs and par- 
ticularly should review the conse- 
quences of double taxation of divi- 
dends on corporate incentives to dis- 
tribute income”. The full tax credit 
system here advocated would elimin- 
ate corporate income taxes as an ele- 
ment of cost and would also eliminate 
the double taxation of dividends. 


Tax Affects Competition 
There is no doubt whatsoever that 
corporate income taxes now consti- 
tute a part of the cost of most goods 
produced in this country, and this 
single factor is seriously hampering 
our ability to compete in foreign mar- 
kets. To indicate to what extent this 
is true, assume that an individual 
owner of a business requires a net 
cash return of $1,000 and that his 
personal marginal tax rate is 50% 
while the corporate effective rate is 
40%. Under these circumstances, the 
profit required upon sales is: 
Tax 
Credit Present 
System System 


Net required return ............_ 1,000 1,000 
Personal income tax payable 

on dividend. .................... 200 428 
Required cash dividend .... 1,200 1,428 
OE POPAte WA), cals 800 952 
Required profit .................. 2,000 2,380 
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It will thus be seen that prices 
could be lowered by at least 15% 
under the system here advocated. 
The effects of such a change upon 
the Canadian economy could be re- 
markable, and they would certainly 
help to reduce the unemployment 
problem. 

A lively Canadian economy will, in 
the words of Mr. Kierans, “do more 
to eliminate unemployment than will 
renewed attempts to load the dice 
against Canadian entrepreneurs and 
innovators by imposing further heavy 
burdens of taxation. A long-run so- 
lution to unemployment may lie in en- 
abling our industries to become more 
competitive”. < 


Favours Canadian Ownership 


Another advantage of this plan is 
the effect that it will have on foreign 
ownership of our corporations. Un- 
der today’s system, it is more advan- 
tageous for a U.K. citizen or company 
or U.S. corporation to own a company 
in Canada than it is for an individual 
Canadian. In both the U.K. and the 
U.S., corporations may claim a tax 
credit in respect of the underlying 
Canadian tax on dividends paid by a 
Canadian company. In the U.K., in- 
dividuals may also claim this credit. 
At present rates of tax, no U.K. or 
U.S. tax is paid by these companies on 
dividends that they receive from Can- 
ada. This cannot be said of individ- 
uals resident in Canada unless their 
income happens to be less than $12,- 
000 per annum. As a result, a Cana- 
dian company may look much more 
attractive to a foreigner than to a 
Canadian resident. It may well be 
that the problem of foreign owner- 
ship and control can be solved, not by 
limiting the flow of such capital into 
Canada, but by making it more at- 
tractive for Canadians to invest in 
industry themselves. 
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The recent “baby budget” attempt- 
ed to close this gap by making invest- 
ments in Canada less attractive to 
foreigners, but in many cases without 
result. Perhaps the solution lies in 
making Canadian investments more 
attractive to Canadians. Whether or 
not there is sufficient capital in Can- 
ada to accomplish this is a moot point, 
but when one realizes that we are the 
most heavily insured nation in the 
world, and that all tax incentives for 
saving require the locking-up of cap- 
ital in insurance companies, trust 
companies, pension trusts, mutual 
funds and other such institutions 
which have never provided a penny 
of risk capital, one can only realize 
that perhaps we have ourselves to 
blame. The remedy lies, therefore, 
with a revamping of our tax struc- 
ture and concrete incentives towards 
saving, rather than blaming foreign 
countries and imposing restrictions 
upon them. 

° c e 


Federal-Provincial Proposals 


At the time of writing, Prime Min- 
ister Diefenbaker had just proposed 
a new tax sharing formula for the 
provinces. As indicated previously, 
the Prime Minister is of the opinion 
that the provinces themselves should 
raise their own tax revenues. While 
it is too early to say whether the pro- 
vinces will accept the new formula or 
not, one point is worthy of mention. 
It has been stressed over and over 
again that if each province must re- 
ly upon its own tax legislation and 
collect its own tax revenue, there 
would be a return to the archaic and 
wasteful ways that existed prior to 
the last war. Multiple statutes, re- 
turns and methods of imposing tax 
and collecting it could create a situa- 
tion that would be absurd. The 
Prime Minister indicated when of- 
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TAX REVIEW 


fering his new proposal that the fed- 
eral government would collect with- 
out charge the personal or corporation 
income taxes levied by the provinces 
provided that the federal and provin- 
cial tax rules were uniform. This of- 
fer is to be commended, and each 
province should at least, regardless of 
whether or not the other proposals 
are acceptable to them, consider this 
particular one and agree to its adop- 
tion. As far as the method of tax 
sharing is concerned, the Prime Minis- 
ter proposed that 16% of the personal 
income taxes collected should be turn- 
ed over to the provinces with 1% ad- 
ditional added each year until such 
time as 20% was being turned over to 
the provinces. The Prime Minister 
was only willing to continue the pres- 
ent arrangement concerning corpora- 
tion and estate taxes whereby 9% of 
corporate taxable income and 50% of 
the estate tax was turned over to the 
provinces. If any of the provinces 
required more revenue, it would be 
up to them to levy their own tax in 
addition to what would be payable by 
the federal government. If this were 
done by simply raising the rates of 
tax in the various provinces and let- 
ting the federal government collect 
the additional tax, no serious disloca- 
tions should result. Certainly it would 
be a much better solution than that 
of requiring each province to raise 
and collect its own tax revenue. 


THE LAW 


Changes have been made in the 
federal Income Tax Regulations ef- 
fective January 25, 1961 as follows: 


Depletion allowed to non-operators: 
The 25% depletion deduction allow- 
ed to non-operators of oil wells, gas 
wells and certain mines by section 
1202(1)(a) has now been limited to 
taxpayers who have “an interest in the 
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resource” as well as “in the proceeds 
from the sale of products therefrom”. 
Thus, to qualify for the depletion de- 
duction, it is not sufficient to have 
merely “an interest in the proceeds 
from the sale of products”, as was 
the case prior to January 25, 1961. 


Capital cost allowances: 

Cxass 9 (25%) Radio receiving 
equipment is now depreciable under 
this class even if not used “in con- 
junction with radio transmission 
equipment”. 

Crass 12 (100%) Video tapes are 
added to this class. Small tools, kit- 
chen utensils and medical or dental 
instruments are now depreciable if 
they cost less than $100 (formerly 
$50). 


Farmers and fishermen 

Small tools are now depreciable at 
100% if they cost less than $100. A 
taxpayer not previously a farmer or 
fisherman may now claim straight-line 
depreciation on new property but 
must continue to depreciate old prop- 
erty on the diminishing balance sys- 
tem. Where a farmer or fisherman 
has acquired property by gift, he is 
not subject to the special rules for 
computing the depreciable cost of 
property in the case of non-arm’s 
length transactions. 


Quebec Shipping Companies 

Shipping companies doing business 
in the Province of Quebec will be en- 
titled to claim depreciation at the rate 
of 33-1/3%, effective January 1, 1961, 
upon certain specified vessels. The 
vessels on which the new allowance 
will be granted are: 

(i) a vessel constructed in the province 
of Quebec and registered in Canada (or 
registered according to conditions accepted 
by the Minister in any country or terri- 
tory to which the British Commonwealth 
Merchant Shipping Agreement applies) 
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provided that construction was commenced 
after January 1, 1961 and that no allow- 
ance has been granted to any other tax- 
payer under the terms of this regulation; 

(ii) the conversion cost of vessels regis- 
tered as above provided that the conver- 
sion or major alteration is commenced af- 
ter January 1, 1961 in the province of 
Quebec. 

Proceeds from the disposal of such 
vessels will not be subject to tax ex- 
cept to the extent that they exceed the 
capital cost of a new vessel or conver- 
sion incurred during the same or sub- 
sequent seven taxation years. The 
foregoing, as well as additional de- 
tails, are contained in Order-in-Coun- 
cil No. 227. 

RECENT TAX CASES 
Tax Appeal Board 


Loss on bonds deposited for performance 
guarantee ruled capital and thus not de- 
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ductible even though purchase was required 
to obtain contract. (Vancouver Pile Driv- 
ing & Contracting Co. Ltd. v. M.N.R., 61 
DTC 12) 

Agreement to contribute towards drilling 
costs deemed not to be costs actually in- 
curred by contributor. Accordingly, con- 
tribution not deductible from his share of 
income from well. (Samuel Werier v. 
M.N.R., 61 DTC 1) 

Right to use name of predecessor business 
for a limited period ruled inseparable from 
goodwill. Class 14 CCA not allowed. (No. 
728 v. M.N.R., 61 DTC 34) 


Exchequer Court 

Lump sum payment to terminate part- 
nership agreement and legal expenses in 
connection therewith held to be non-de- 
ductible capital payments. Unpaid provincial 
retail sales taxes permitted as a deduction 
even though the validity of the Act was be- 
ing contested in the courts. (Meteor Homes 
Ltd. v. M.N.R., 61 DTC 1001) 


The University — Definition Uncertain 


The organization of a university is like the British Constitution: it com- 
bines administrative arrangements appropriate to business with operational 
tactics which are concessions to human nature. If politics, as the art of 
governing men, requires peculiar and subtle forms of organization, surely 
education, as the function of training men, must be even more peculiar 
and subtle. We therefore must not expect university organizations to appear 
on paper like a hierarchical] illustration from a textbook on public adminis- 
tration, or to seem in action like a snappy example of a well-trained brigade. 


It would not be a university if it did. 


The functions of a university are equally peculiar and subtle. Important 
though they are, one cannot list them in a well-ordered set of “aims” which 
appears clear and logical to everyone. The reason is simple: education itself 
is an uncertain commodity to define. This uncertainty naturally gives educa- 
tionists much scope in after-dinner speeches and convention discussions. 


—Frank MacKinnon, “The University; Com- 
munity or Utility?” Canadian Public Ad- 
ministration, December 1960. 
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Current Reading 


MAGAZINE ARTICLES 
ELECTRONICS 


“INSTALLATION TECHNIQUES FOR ELEC- 
TRONIC SystEMs” by Virgil F. Blank. 
The Controller, December 1960. 

The introduction of an EDP system 
requires the closer cooperation be- 
tween the installation team and man- 
agement in the three areas of a typical 
system activity. First comes a feas- 
ibility study to determine equipment 
needs. One possible approach to this 
phase, suggested by the authors, is: 
a) fact-finding — an examination of 

clerical and mechanized work, in 
sufficient detail to permit analysis 
by punched-card equipment. This 
is to determine what data process- 
ing is done, and what it costs; 
b) analysis — to refine the mechaniza- 
tion of various functions, each of 
which is examined in its entirety; 
implementation — if a type of 
EDP equipment can be applied, 
then a preliminary system design 
is developed and evaluated. The 
costs are estimated. In these esti- 
mates the costs of adapting per- 
sonnel and the office building it- 
self should not be neglected. 
Results, conclusions and recom- 
mendations should be reported to the 
management with full explanations of 
reasons for changes. All the antici- 
pated benefits, not only differences in 
cost, should be stated. 
In the second phase, the data sys- 


QO 
~~ 


tem for electronic processing is de- 
signed. Meetings with department 
heads and top management will be 
frequent, and great diplomacy will be 
required as the effort is made to sell 
a system to men who designed the old 
system which is to be replaced. A 
constant effort to maintain a fresh 
approach should be made. A com- 
plete time schedule of accomplish- 
ment should be drawn up, an operat- 
ing procedures manual prepared, and 
forms designs developed. 


The third phase involves the instal- 
lation of equipment and conversion 
work. This also requires careful plan- 
ning, a written schedule, complete in- 
structions, and group meetings. 


In addition to the above there are 
problems relating to organizational 
planning, personnel procurement, staff 
and management education, and en- 
gineering modifications. 


INVESTMENTS 

“1961: AN INDUSTRIAL AND STOCK 
MARKET FORECAST FOR CANADA AND 
THE Unirep States” by John A. Boyd, 
Jr. The Financial Analysts Journal, 
January-February 1961, pp. 7-10. 


In a guarded forecast of the 1960's, 
the writer foresees a more severe ad- 
justment in the stock market than in 
the economy as a whole. The phrase 
“growth stock” may even disappear, 
and stock will be bought for its 
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present value and yield. The Dow 
Jones index may drop to 475-500, or 
even lower, and it will only be the 
second half of the 60’s that will be 
golden and fabulous. 


The current North American reces- 
sion will probably spread to Western 
Europe before it is over. Capital ex- 
penditures in 1961, aided by increased 
government expenditures, and by de- 
velopments in the major electrical 
utilities and the natural gas industry 
in Canada, are expected to reach all- 
time highs. But in the United States 
the ratio of inventories to sales in- 
creased from 1.48 in April 1960, to 
1.55 in September. In Canada, foreign 
trade is facing a world over-supply in 
natural resources. Even residential 
construction, normally anti-cyclical, is 
showing signs of over-expansion in 
both countries. Unemployment, which 
until 1954 was more serious in the 
United States, is now more severe in 
Canada. 

Capital inflow into Canada has 
made possible the financing of im- 
ports. Should this now slow down, 
the value of the Canadian dollar will 
drop relatively to the American. 
However, the servicing of the invest- 
ment, which in 1959 amounted to 
$656 million, will continue, and fur- 
ther unfavourable turns in Canada’s 
economy will add to the burden. 


Investors will probably take a long 
second look at the growth potential of 
stocks, and any downward revaluation 
of price-earning ratios will cause fur- 
ther declines in stock prices. From 
1949 to 1960 the increase in stock 
prices was much more rapid than the 
increase in corporate earnings. The 
adjustment will probably take place 
through a lack of overall buying. A 
divergence has already taken place 
between the New York and Toronto 
exchanges as a result of periodic insti- 
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tutional selling of Canadian securities 
in Toronto by United States investors. 


“INFLATION, THE STOCK MARKET, AND 
THE SMALL Investor” by William 
Breit and Edwin Cohen. Michigan 
State University — Business Topics, 
Summer 1960. 

The authors point out that common 
stocks do not provide a certain hedge 
against inflation. Inflation robs the 
creditor to give to the debtor, and 
common stocks can, therefore, act as a 
hedge only if, among corporations is- 
suing stock, debtors are more numer- 
ous than creditors. In any case, there 
is no clear-cut relationship between 
the general level of stock market 
prices and the cost of living index. 

In addition to the risks inherent 
in stock purchasing, the small in- 
vestor normally purchases odd _ lots, 
and disregards fees, taxes, postage 
charges and perhaps insurance in the 
mail, in his calculations of gain. 

Basing their examples on Michigan 
rules, the authors show that an in- 
vestor with $400 must invest in stock 
which increases 2% points at $40 per 
share, and 1% points at $20 per share, 
if he is to break even. 

These represent increases of about 
6% and 5.6% respectively on the initial 
investment. If the price level mean- 
time rises by 2%, then even greater in- 
creases in the value of the stock will 
be necessary. With $158 to invest, at 
$10 per share, an increase of 1% points 
per share, or 11.3% will be necessary 
to break even. 


It is true that income tax laws at 
present favour the stock holder as 
compared with the depositor in a sav- 
ings account. But even with the 2% 
point gain of the first example, the in- 
vestor must still add the $12.35 which 
he would have gained at 3% from a 
bank. 
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Looking at the same problem from 
another angle, at a price of $40 per 
share, a decline of 2% points per share 
will lead to a loss of 4% points per 
share. If the bank interest loss is 
added, this will mean 5% points per 
share. If prices were to rise mean- 
time, the loss would be even greater. 
In the example given, this loss (ex- 
cluding the inflationary element) is 
the equivalent of $58.25. For the same 
investor to make $58.25, the stock 
would have to rise 8% points per 
share. That is, excluding inflation, a 
decline of 2% points leads to a loss of 
$58.25. To gain the same amount, a 
rise of 8K points per share is neces- 
sary. The difference is further magni- 
fied if investment were made at, say 
4%% in a savings or loan association. 


MANAGEMENT 


“MATHEMATICALLY INFLUENCED DECI- 
sion-Maxinc” by Robert B. Grant. 
N.A.A. Bulletin, January 1961. Sec- 
tion 1, pp. 33-44. 

Mathematics offers the businessman 
a powerful analytical tool. This is 
illustrated in four exhibits which de- 
tail basic and typical solutions of 
scheduling problems. The examples 
in exhibit 1 show two demand and 
two supply points. The others show 
three demand and three supply 
points. The final solutions are derived 
by an analysis of “opportunity” and 
unit costs. 

The illustration shows the nature of 
the mathematical contribution. An 
optimum solution can be found to 
the basic problem of how to share 
limited resources among many differ- 
ent demands competing for them. The 
complex nature of this problem is 
easily understood when it is realized 
that with seven ships and seven 
routes, there are 5,000 possible as- 


signments. 
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The problem of directing traffic of 
this nature, to take the shipping 
example again, is normally entrusted 
to an experienced executive. But this 
is not satisfactory. The task of finding 
the optimum distribution is essentially 
clerical, once the mathematical 
models have been set. By designating 
a senior executive to the task of di- 
recting the traffic, a company takes 
him away from areas of decision mak- 
ing where his experience will be more 
effective. In addition, he cannot know 
whether he has found the optimum 
distribution. If he has not, this will 
mean significant dollar losses. Further- 
more, he is constantly faced with a 
decision as to how much time he 
should spend trying to find better 
solutions. 


Mathematics offers a deeper and 
truer insight into the nature of the 
problems that confront the modern 
businessman. The techniques may be 
likened to the speedometer and rear- 
view mirror in a car. The one gives 
a clearer notion of speed, the other 
enables the driver to look backward 
at the same time as he is looking for- 
ward. Altogether there is a synthesis 
of speed, time and direction. 


BOOK REVIEWS 


“For the Years to Come”, by John F. 
Thompson and Norman Beasley; pub- 
lished by Longmans, Green & Co.; 
374 pages; $5.75. 


“The Elements Combined”, by Wil- 
liam Kilbourn; published by Clarke, 
Irwin & Co. Ltd.; 335 pages; $6.50. 
In recent years there has been a 
great increase in the number of com- 
pany histories being published. They 
are, for the most part, written under 
the sponsorship of the firm concerned 
to celebrate an important landmark 
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in its career. The business history of 
today, however, is no mere anniver- 
sary brochure. In the hands of an ex- 
pert researcher and historian, seem- 
ingly dry-as-dust business correspond- 
ence, financial records and newspaper 
clippings can yield a vital picture of 
the growth of a business against a 
background of general industrial and 
national change and progress. 

The secret of what brings such a 
history to life would seem to be the 
relationship between the company 
and the author. While restraint is 
obviously necessary in dealing with 
recent and current operations, if the 
book is to have genuine interest out- 
side the confines of the company, the 
author must have the widest possible 
freedom to depict his subject as he 
sees it in relation to its setting. 


Two contrasting treatments of this 
type of work are represented by “For 
the Years to Come”, a story of Inter- 
national Nickel of Canada, and “The 
Elements Combined”, a history of the 
Steel Company of Canada. 


In the former, the story of nickel 
production in Canada is traced from 
the discovery of nickel rich ore in 
Northern Ontario in the mid-nine- 
teenth century. At that time it was 
considered a problem metal with few 
uses and known to be hard to 
handle. In 1889 Ludwig Mond, a 
German chemist who had prospered 
in England, in an attempt to produce 
bleaching powder as a by-product of 
his chemical business, created nickel 
carbonyl by a process that converted 
the nickel to a gaseous compound 
with carbon dioxide and then recon- 
verted it to a solid. This simplified 
the production of nickel, and the 
worth of the metal was dramatically 
proved when, in the naval battles 
of the Spanish-American War, two 
American warships armoured in nickel 
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steel destroyed almost the entire 
Spanish fleet. 

Inco, the world’s largest producer 
of nickel, operates mainly in Canada, 
Britain and the United States. The 
company’s story, from the founding of 
its forerunner the Orford Nickel & 
Copper Company in 1879 to the pres- 
ent, is set out in quite remarkable 
detail. It is, in effect, the story of 
one of the authors himself, for John 
Fairfield Thompson joined the com- 
pany in New Jersey in 1906 and only 
recently retired as chairman of the 
board. Norman Beasley, a journalist 
and author with considerable experi- 
ence in the field of company history, 
has let Dr. Thompson speak for him- 
self. He is responsible for preambles 
to several chapters, and there is a sec- 
tion devoted to recorded conversa- 
tions between the joint authors. The 
book, as its title implies, places em- 
phasis on Inco’s policy of planning to 
make the best possible use of natural 
resources and continual research to 
find new uses for nickel. 


In “The Elements Combined”, 
William Kilbourn has been able to 
view his subject with a measure of 
detachment which has had most satis- 
factory results. Thomas Bigelow, a 
nail maker who set up his plant in 
Montreal at the end of the eighteenth 
century, was The Steel Company’s 
first predecessor. In his description 
of the early days of steelmaking in 
Canada the author gives a lively and 
interesting picture of an _ industry 
struggling to gain a firm footing in 
the fluctuating economy of a young 
country. 


Stelco, as it is known today, was 
created in 1910 by a merger of the 
various processes entailed in the pro- 
duction of steel. Dynamic Max Ait- 
ken, who later became Lord Beaver- 
brook, masterminded the transaction 
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which led in time to Stelco becoming 
the largest Canadian-owned indus- 
trial company selling in the Canadian 
market. Details of Aitken’s handling 
of the negotiations concerned in the 
amalgamation make fascinating read- 
ing, and another particularly interest- 
ing chapter deals with the siege of the 
plant during the 1946 strike. 
Although the company has obvious- 
ly allowed Mr. Kilbourn considerable 
freedom in carrying out his assign- 
ment, a proviso concerning discretion 
in dealing with the company’s current 
affairs seems to have resulted in an 
extremely abrupt ending which leaves 
the story incomplete. In spite of this, 
“The Elements Combined” is a work 
of genuine historical interest and a 
very readable book. The chapter 
headings are strikingly illustrated 
with wood engravings by Rosemary 
Kilbourn, sister of the author. 
—R.E. 


“Theory and Practice of Canadian Ac- 
counting” by W. G. Leonard, Frank 
N. Beard and Catherine Lund; Mc- 
Graw-Hill Company of Canada Lim- 
ited; 442 pages; $7.75. 

A book which sets out to examine 
accounting theory in relation to Can- 
adian practice is needed in Canada. 
Its welcome should not be least in 
the universities where, it is to be 
hoped, the philosophy of accounting 
is expounded to the student with a 
challenge to his intellect. He needs 
then to be able to go to the written 
word and think out for himself the 
principles involved. 

Much of the theory of this book 
should be regarded as introductory 
and preparatory to fuller treatment 
in a later course, for the book claims 
to provide only a second course in ac- 
counting. Hence correctness of defini- 
tion and exposition is particularly im- 
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portant, and here the book may be 
subject to criticism. Thus goodwill 
should not be defined as “the capital- 
ized value of the average net profits 
. . . in excess of a normal rate of 
return on capital employed . . .”. 
Goodwill is an asset, not a value, and 
the given passage simply states the 
manner in which its value may be 
determined. Again why is business 
goodwill (p. 149) “the excess of the 
value attached to the business . . . 
over and above the value of the assets 
as recorded on the books .. .”? The 
assets, including goodwill itself, may 
be recorded in the books at figures 
other than those which determine the 
value of the business. 


Again it is said (p. 94) that “depre- 
ciation does not represent an attempt- 
ed valuation of fixed assets”. Presum- 
ably what is meant is that the charge 
for depreciation does not result from 
such valuation, for one one would 
claim that it could represent it. And 
yet again, the book seriously misleads 
when it says (p. 100) that a business 
may acquire intangible assets in either 
an arm’s length transaction for money 
or money’s worth, or in a non-arm’s 
length transaction for issue of the 
company’s own shares or bonds. It 
should certainly be made clear that 
one of the fairest ways of paying for 
goodwill, in an arm’s length trans- 
action, is to issue shares redeemable 
out of profits at a figure equal to its 
agreed value. 


It is highly desirable that account- 
ing students should become familiar 
with economic concepts, and the 
book’s frequent introduction of these 
is a welcome feature. At times, how- 
ever, the economics seem at fault. 
Thus of direct costing it is said 
(p. 69) that “under conditions of 
pure competition in a single-product 
industry, the firms whose efficiency 
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was marginal would immediately go 
bankrupt unless their fixed costs were 
subsidized”. But by definition the 
marginal firms are those which, under 
absorption costing, have been making 
just enough profit to compensate for 
their risk. While they could not in- 
definitely survive if they became sub- 
marginal, they would not immediately 
go bankrupt. 

The discussion on income measure- 
ment is good, with its emphasis (p. 
28) on the duty of business manage- 
ments to present “a fair reflection of 
economic fact (within the limits pre- 
scribed by the nature of book-keeping 
data)”. At this stage the book says 
that “reported increases in earnings 
should represent real economic better- 
ment”, so that it is with hope that we 
turn to the section which deals with 
the problem of changes in buying 
power of the dollar. But the hope is 
short-lived, for the following state- 
ment appears (p. 101): “Thus, while 
the changes in buying power of the 
dollar are troublesome to students of 
business statistics, figures of business 
earnings tend to share this quality 
with all other statistics that are ex- 
pressed in terms of dollars”. Such a 
brushing-off comment, in regard to 
the most urgent accounting problem 
of the present day, is regrettable. 


The book will do harm it it gives 
the student the idea that the depre- 
ciation charge is a casual matter of 
“rough approximation”, and it is 
doubly harmful to confuse this with 
the gross distortion resulting from 
inflation which, in a company like 
United States Steel Corporation, may 
involve millions of dollars annually. 
The “limits prescribed by the nature 
of book-keeping data” are not fixed 
once and for all, and it is to be hoped 
that a solution to the problem will be 
found in accountancy, which is some- 
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thing more than mere book-keeping. 


It is good to have the United 
States “pooling of interests” concept 
introduced for the first time into a 
Canadian accounting textbook, though 
it may be inadvisable to include it in 
a second course, where amalgamation 
accounting cannot be more than 
briefly introduced. Unfortunately, 
there seems to be little attempt bv 
the authors to consider the rights and 
wrongs of this revolutionary concept, 
which allows the accumulated profits 
of the merging companies to continue 
as such on the balance sheet of the 
newly formed company. The ab- 
normal circumstances of the new con- 
cept, and particularly its introduction 
into the Canadian Income Tax Act, 
would be more properly left for con- 
sideration in a later course. It is the 
effect on the relative interests of 
shareholders before and after the 
pooling of interests that needs to be 
carefully examined. 


From chapter 10 onwards, com- 
mencing with a good brief introduc- 
tion of managerial accounting, various 
more or less specialized subjects are 
dealt with — budgets, fund account- 
ing, valuation of a going concern, 
taxation, bankruptcy and reorganiza- 
tons. Although these brief introduc- 
tions are interesting, they seem 
strangely placed in a second course 
on accounting theory and practice. 
Nevertheless, perhaps we should be 
glad to have them introduced at all, 
since they have been so little written 
of in Canadian accounting textbooks. 


One excellent feature of this volume 
is the wealth of problem material and 
the practical business case at the end 
of each chapter. 

KENNETH F. Byrp, C.A. 
McGill University, 
Montreal, Quebec 
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CURRENT READING 


“An Accountant's Working Papers”, 
by L. H. Trimby; published by Sir 
Isaac Pitman & Sons Ltd., London; 
available in Canada from Sir Isaac 
Pitman & Sons (Canada) Ltd., To- 
ronto; 202 pages; $6.50 

Mr. Trimby’s book, consisting of 
two sections and two appendices, is 
“dedicated to all those who failed to 
satisfy the examiners the first time” 
and will doubtless engender a certain 
amount of sympathetic curiosity on 
that score alone. 


The first section consists of but five 
pages and briefly indicates the ne- 
cessity for accurate and permanent 
working papers and how to set about 
producing them. Worth repeating is 
the point that the accountant must 
constantly bear in mind that on the 
strength of the investigations record- 
ed in his working papers he is able to 
sign his report with a clean con- 
science and to prove that he did so— 
if necessary before a court of law. 


The second section, consisting of 
169 pages, contains a very complete 
and detailed set of working papers 
supporting the balance sheet of a fic- 
titious company, Ram Limited. All 
cross references are to the English 
Companies Act of 1948 and to vari- 
ous publications of the English Insti- 
tute; however, since the English Act 
is very similar to the Ontario Com- 
panies Act, 1953 and the English 
Institute publications similar in sub- 
ject matter to those of the Canadian 
Institute, it should not be too difficult 
to note the appropriate Canadian 
reference beside them. By doing so, 
the reader would provide himself 
with an extremely useful reference 
book. The author intended the book 
to be applied to all types of account- 
ancy and to all currency areas, and 
such application is facilitated by the 
use of round figures and columnar 
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statements which minimize the dif- 
ferences normally encountered. 


Use of this book must bring im- 
provements in working papers and 
should prove doubly rewarding to 
those who are prepared to spend a 
little time on cross referencing it to 
Canadian authorities. 

D. E. Wa.tis, C.A. 
Toronto, Ontario. 


BOOK RECEIVED 


“Canada Year Book 1960” published by 
Dominion Bureau of Statistics; available 
from The Queen’s Printer, Ottawa; $5.00 
(cloth-bound ), $3.00 (paper-bound ). 


The 54th edition of the official source of 
statistical and other information on Can- 
ada’s development includes extensive revi- 
sions to the material on the machinery of 
government, public health and welfare, 
scientific, medical and industrial research, 
foreign trade, and Canada’s investment po- 
sition. In addition, new features cover the 
national parole system, space research, and 
controls over the pricing and marketing of 
farm products other than grain. 


Publishers’ Addresses 

Controllers Institute of America, 2 Park 
Ave., New York 16, N.Y. 

NAA Bulletin, 505 Park Ave., New York 
22 NY. 

Business Topics, Michigan State University, 
East Lansing, Mich. 

Financial Analysts Journal, 270 Park Ave., 
New York 17, N.Y. 

Longmans, Green & Co., 20 Cranfield Rd., 
Toronto 16, Ont. 

Clarke, Irwin & Co. Ltd., 791 St. Clair Ave., 
W., Toronto 10, Ont. 

McGraw-Hill Co. of Canada Ltd., 253 


Spadina Rd., Toronto 4, Ont. 

Gee & Co. (Pub.) Ltd., 27-28 Basinghall 
St., London E.C. 2, England. 

Sir Isaac Pitman & Sons (Canada) Ltd., 
383 Church St., Toronto 2, Ont. 





NEWS OF OUR 





Alberta 

L. E. Gitzel, C.A., W. D. Watt, C.A. and 
W. L. Krejci, C.A. announce the formation 
of a partnership for the practice of their 
profession under the name of Gitzel, Watt 
& Krejci, Chartered Accountants, Stettler. 


British Columbia 


Helliwell, Maclachlan & Co., Chartered 
Accountants, announce the admission to 
partnership in their Vernon office of W. R. 
Gray, C.A. 


Manitoba 

E. N. Wright, C.A. has been named 
chairman of the board of the Community 
Chest of Greater Winnipeg. 

Norman Bloomfield, C.A. and Alvin 
Chisik, C.A. announce the formation of a 
partnership for the practice of their pro- 
fession under the firm name of Bloomfield, 
Chisik & Co., Chartered Accountants, 720- 
722 Toronto General Trusts Bldg., 283 Por- 
tage Ave., Winnipeg 2. 

Ontario 

J. J. Fairfield, C.A. has been elected 
chairman of the advisory board, St. Vincent 
de Paul Hospital, Brockville. 

P. B. McMulkin, C.A. has been named 
assistant treasurer and comptroller of Cam- 
rose Tubes, Camrose, Alta. 

The appointment of K. G. Dalgish, C.A. 
as secretary-treasurer of International Com- 
puters and Tabulators (Canada) Ltd., Tor- 
onto, has been announced. 

V. R. Wood, C.A. and Barry Jones, C.A. 
announce the formation of a partnership for 
the practice of their profession under the 
firm name of Wood, Jones & Co., Chartered 
Accountants, with offices at Ste. 9, 695 
Markham Rd., Scarborough. 


David Griff, C.A. announces the removal 





The editor welcomes information for this 
column. News of members and provincial 
Institutes’ activities received up to and in- 
cluding the 11th of the month will appear 
in the following. issue of the journal. 
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MEMBERS 


of his office to 79 East Don Roadway, 
Toronto 8. 

Peat, Marwick, Mitchell & Co., Chartered 
Accountants, announce the removal of their 
Toronto office to the Prudential Bldg., King 
and Yonge Streets, Toronto. 


Quebec 

C. F. Elderkin, C.A. has been appointed 
campaign chairman, administration, for the 
financial campaign of Carleton University, 
Ottawa. 

G. M. Smith, C.A. has been elected a di- 
rector of Canada Cement Co. Ltd., Mont- 
real. 


Saskatchewan 

J. M. Kay, C.A. has been elected presi- 
dent of the board of directors of the Family 
Service Bureau of Regina. 


OBITUARIES 
We regret to announce the death of the 
following members: 


RAMPTON, CLAUDE ALAN — resident 
manager of A. P. Gardner & Co. in Prince 
George who died suddenly on February 5, 
1961 while recuperating from pneumonia. 
Born in 1917, Mr. Rampton qualified for 
membership in the Manitoba Institute in 
1946 and became affiliated with the B.C. 
Institute in 1949. Until 1952 he was with 
the Taxation Division office in Vancouver 
and in that year joined A. P. Gardner & 
Co. In 1958 he was president of the Prince 
George Chartered Accountants Association. 


FAIRNIE, ALEXANDER ADAMSON, a 
practising member of many years standing 
in Vancouver, who died in Vancouver on 
February 25, 1961 in his 76th year. 

A native of Scotland, Mr. Fairnie qualified 
for membership in the Glasgow Institute in 
1911. In 1919, he affiliated with the In- 
stitute of Chartered Accountants of British 
Columbia, and for 38 years was associated 
with Helliwell, Maclachlan & Co. In 1926- 
27 he served as vice-president and in 1933- 
34 as president of the B.C. Institute. He 
was elected a Fellow in 1954. 
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NOTES 





CICA SEARCH FOR TALENT 


Chartered accountants in the Toronto 
area who, behind dignified exteriors, conceal 
a flair for singing, acting or dancing are 
asked to emerge for an hour of fame fol- 
lowing the closing dinner of the 1961 CICA 
annual conference (to be held from Sept- 
ember 24 to 27 at the Royal York Hotel). 
Also needed are a pianist and a member 
with executive abilities who is willing to 
apply the principles he has learned to stage 
management. Anyone possessing any of 
these qualifications can help create a new 
“image” of the profession by writing to the 
Casting Director, Canadian Institute of 
Chartered Accountants, 69 Bloor St. East, 
Toronto 5. Others can be of service by 
“informing” on their more talented con- 
freres. All communications will be treated 
in the strictest confidence! 


B.C. INSTITUTE 


School Counsellors Meeting: Members of 
the B.C. Institute’s Sub-Committee on At- 
tracting Students hosted a most successful 
dinner meeting with representative school 
counsellors from the Greater Vancouver area 
at a downtown Vancouver club on February 
21. Fred Chester was chairman for the 
meeting. Highlight of the program was a 
mock interview held between Derek Lukin 
Johnston, F.C.A. (the “prospective em- 
ployer”) and Wilf Webster, chairman of 
the Vancouver Counsellors Association of 
the B.C. Teachers Federation (the “pros- 
pective student employee”). 


Vancouver Island C.A. Club: Dr. F. T. 
Fairey, who has participated in several U.N. 
missions to Africa during recent years, ad- 
dressed the February 22 luncheon meeting 
of the VICA Club in Victoria on the situa- 
tion in Africa. 

The club’s annual dance was held on 
March 24 at the Royal Colwood Golf Club. 


C.A. Wives Club (Vancouver): The second 
annual spring dinner dance of the club will 
be held on Friday, April 21 at the Marine 
Drive Golf Club. 


ONTARIO INSTITUTE 
To all members: March 8, 1961 


Special Bulletin 


IMPORTANT CHANGE IN 
C.A.—C.P.A. MERGER PROPOSAL 


Since the proposal to merge the Institute 
and the C.P.A. Association of Ontario was 
announced on December 20, 1960, it has 
been possible to obtain the reaction of some 
of the members. The Institute Council and 
the Association Board judge that reaction to 
be substantially favourable to the principle 
of merger, but there has been criticism of 
certain details of the plan. In particular the 
Institute has experienced serious criticism 
in connection with item 7 of the proposal, 
dealing with the training of students out- 
side public accounting and the granting of 
a separate designation “such as A.C.A.” to 
these students on graduation, this arrange- 
ment continuing for a period during which 
the matter could be studied in detail. 


In considering this problem during the 
original talks, the representatives of the 
two bodies were concerned that if the Insti- 
tute did not, after the merger, provide fa- 
cilities for training students other than in 
public accounting, a need which the Asso- 
ciation had been fulfilling for many years 
would no longer be met. It was therefore 
agreed that the merger scheme should go to 
the two memberships on the basis of the 
Institute providing accounting education for 
trainees outside of public accounting, so 
that a vacuum would not be created by the 
abrupt withdrawal of the C.P.A. Association. 
However, it was also agreed that the mat- 
ter would be examined by the Council of 
the merged body after amalgamation to de- 
termine the need to continue that program. 

The Council of the Institute and the 
Board of the Association have now reviewed 
the provisions of item 7 as set out in the 
December 20 letter and have agreed to 
the following amendment: 

Delete item 7 of the proposal of December 
20, 1960, and substitute— 


7. Provision of accounting education, af- 
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ter the merger, for new students not in 
public practice: 

(a) The Institute will, for the registra- 
tion year ending on September 30, 1961, 
accept as students suitably qualified 
persons who concurrently secure prac- 
tical accounting experience such as is 
presently satisfactory to the C.P.A. As- 
sociation, under the supervision of a 
member of the Institute. Such students, 
on fulfilling the study, length of experi- 
ence and examination requirements of 
the Institute, which will be the same as 
for other students of the Institute, will 
be eligible for admission to membership 
with the designation “Chartered Ac- 
countant.”. 


(b) Subsequent to September 30, 1961, 
the Institute will register as new stu- 
dents only those who are employed by 
members in public practice, according 
to the by-laws of the Institute. 


(c) The Institute and the Association 
recognize that they have a responsibility 
to the public to ensure that an adequate 
course of instruction is available to stu- 
dents employed in industry, to permit 
them to improve their accounting know- 
ledge and to qualify for a suitable desig- 
nation which will attest to their achieve- 
ments. The Council of the Institute will 
make arrangements, prior to September 
30, 1962, with an existing accounting 
body, or if necessary assist in organizing 
a new body, to provide a course of a 
standard at least equal to the present 
C.P.A. course, for students outside of 
public accounting. 


The Institute Council believes that this 
modification will meet the objection expres- 
sed by many of the members to the original 
item 7. It means that the Institute would 
accept one year’s intake of new students 
on the same basis as the present C.P.A. 
students; this is proposed because there is 
an immediate need to make provision for 
this group. In the period remaining before 
September 30, 1962, which is the end of 
the 1961-62 registration year, there will be 
an opportunity to make arrangements with 
an existing accounting body, or to support 
the formation of a new body, to provide 
a course at least equal to the present C.P.A. 
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course for students training outside public 
accounting. 

Within the next few days there will be 
mailed to you a poll form which is to be 
used in the taking of an expression of 
opinion of the members on the merger 
proposal as now modified. In the event 
that the poll indicates a sufficient prepon- 
derance of membership support a special 
meeting of the members will be called for 
April 12, 1961 to deal with the by-law 
changes necessary to give effect to the pro- 
posal. 

W. J. Avers—President 


QUEBEC INSTITUTE 


Dissemination of Income Tax Information: 
An “Income Tax Information” sub-com- 
mittee of the Institute’s Public Relations 
Committee prepared a large number of 
questions and answers of interest to indi- 
viduals completing their personal income tax 
returns, and arranged for this information to 
be publicized during March and April via 
20 daily newspapers and radio stations in 
the province of Quebec. Special television 
presentations of the material were made in 
English on Channel 12 and in French on 
Channel 10. 

The sub-committee, with Charles Mc- 

Laughlin as chairman, included Guy Ami- 
deneau, J. R. Brown, L. Jéréme Carriére and 
J. S. McKeown. 
1.B.M. Lectures: Groups of 293 English and 
104 French members registered for the 10- 
lecture course on punched card accounting 
and electronic data processing arranged by 
International Business Machines Co. Ltd. 
The participants attend one evening per 
week from early March to mid-May. 


HAMILTON AND DISTRICT 
C.A. ASSOCIATION 


On February 23 at a dinner meeting at 
the Sheraton-Connaught Hotel, Hamilton, 
the Hamilton and District Chartered Ac- 
countants Association presented prizes to 
outstanding district candidates in the 1960 
examinations. Top final candidate was B. F. 
Townsend, Hamilton, while B. A. Barkwell, 
St. Catharines and J. C. Warren, Hamilton 
were leaders in the intermediate and prim- 
ary examinations respectively. 
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CLASSIFIED ADVERTISEMENTS 

All replies to box numbers should be sent to 

The Canadian Chartered Accountant, 69 
Bloor Street East, Toronto 5, Ontario 


Closing date is 11th of preceding month. 





UNIVERSITY OF ALBERTA. The Uni- 
versity of Alberta invites applications from 
persons holding a university degree at the 
graduate level for the following positions 
in accounting: 


1. Associate professor of accounting in the 
Faculty of Commerce, Edmonton, at an ini- 
tial salary of up to $10,500. 


2. Assistant professor of accounting in the 
Faculty of Commerce, Calgary campus, at 
an initial salary of $6,000 or higher. 


3. Assistant professor of accounting in the 
Faculty of Commerce, Edmonton, at an ini- 
tial salary of $6,000 or higher. Salary 
range dependent upon experience and 
qualifications; duties to commence Septem- 
ber 1, 1961. Applications stating age, na- 
tionality, marital status, other relevant per- 
sonal information, particulars of qualifica- 
tions and teaching and other experience in- 
cluding a transcript of academic record, 
names and addresses of persons to whom 
references may be made and accompanied 
by a recent photograph should be forward- 
ed not later than April 30, 1961, to Dr. Hu 
Harries, Dean, Faculty of Commerce, Uni- 
versity of Alberta, Edmonton, Alberta. 


BUREAU DE COMPTABLES agréés éta- 
blit depuis 3 ans, désire acheter clientéle ou 
partie de clientéle située 4 Montréal ou 
environ. Considérera arrangement pour 
transfert de clientéle ou succession. Boite 
315. 





PARTNERSHIP, SUCCESSION or pur- 
chase wanted. Toronto, cash, office facilities 
optional. Senior professional and business 
experience. Ability and personality to ex- 
pand existing practice. Box 324, 





C.A., B.COM., age 33, with several years 
experience in industry but now in public 
practice, desires challenging position in the 
profession leading to partnership. Will con- 
sider succession or purchase agreement, or 
position with aggressive firm. Box 323. 





ASSISTANT PROFESSOR OF MARKET- 
ING. The University of Alberta invites 
applications from persons holding a univer- 
sity degree at the graduate level for the 
position of assistant professor of marketing 
in the Faculty of Commerce, Edmonton, at 
an initial salary of $6,000. Duties to com- 
mence, September 1, 1961. Preference will 
be given to applicants with a strong mathe- 
matical and economics background. Ap- 
plications stating age, marital status, and 
other relevant personal information, along 
with details of teaching and work experi- 
ence, including a transcript of academic 
record, names and addresses of persons to 
whom references may be made and ac- 
companied by a recent photograph should 
be forwarded not later than April 30, 1961 
to Dr. Hu Harries, Dean, Faculty of Com- 
merce, University of Alberta, Edmonton, 
Alberta. 


LATIN AMERICA — International public 
accounting firm has career openings for 
experienced accountants. Offices are lo- 
cated in large modern cities in Venezuela, 
Colombia, Panama, Argentina, Brazil and 
other Latin American countries. Candidates 
may be single or married. Opportunity for 
advancement together with attractive com- 
pensation. Contracts are generally for 
two or three years and are renewable by 
mutual agreement. Please submit in confi- 
dence a complete summary of your qualifi- 
cations and experience, including salary re- 
quirements, to Box 314. 


2nd or 3rd YEAR STUDENT required by 
a firm of chartered accountants in St. 
Thomas, Ontario. Excellent opportunity for 
right man. Kindly submits results of prim- 
ary examination, age, marital status, char- 
acter references, and recent photo. Box 
326. 


INTERMEDIATE STUDENT required for 
medium-sized office in south-western On- 
tario. Salary commensurate with ability. 
Box 325. 


CHARTERED ACCOUNTANT, 43, wishes 
to return to profession after many years 
in industry. Experienced in taxation, sys- 
tems and procedures and corporate and fi- 
nancial administration at management level. 
Would like to contact small or medium 
sized firm in Montreal area with a view to 
partnership. Box 321. 





397 





BARRISTERS AND SOLICITORS 


MACLEOD, McDERMID, DIXON, BURNS, 
LOVE & LEITCH 
Barristers and Solicitors 
6th Floor, Hollinsworth Building - - - Calgary, Alta. 


PITBLADO, HOSKIN & COMPANY 
Barristers and Solicitors 


900 Hamilton Building, 395 Main Street - Winnipeg 2, Man. 


STEWART, SMITH & MACKEEN ' 
Barristers and Solicitors : 


Roy Building - - - - - - + Halifax, N.S. 


ROSS & ROBINSON 
Barristers and Solicitors 
Canadian Bank of Commerce Chambers - Hamilton, Ont. 


GOWLING, MacTAVISH, OSBORNE & HENDERSON 
Barristers and Solicitors 
88 Metcalfe Street - - - - - - - Ottawa 4, Ont. 


BLAKE, CASSELS & GRAYDON 
Barristers and Solicitors 
The Canadian Bank of Commerce Building - - Toronto 1, Ont. 


BORDEN, ELLIOT, KELLEY & PALMER 
Barristers and Solicitors 
The Bank of Canada Building, 250 University Avenue - Toronto I, Ont. 
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McCARTHY & McCARTHY 
Barristers and Solicitors 


Canada Life Building, 330 University Avenue - Toronto 1, Ont. 


MELVILLE O’DONOHUE, B.Com. 
Barrister and Solicitor 


12 Richmond Street East’ - - - - Toronto 1, Ont. 


WRIGHT & McTAGGART 
Barristers and Solicitors 


67 Yonge Street - - - - - - Toronto 1, Ont. 


DUQUET, MACKAY & WELDON 
Barristers and Solicitors 


The Royal Bank Building, 360 St. James Street West — Montreal 1, Que. 





HOWARD, CATE, OGILVY, BISHOP, COPE, 
PORTEOUS & HANSARD 


Advocates, Barristers and Solicitors 
Royal Bank Building - - - - += Montreal 1, Que. 


PHILLIPS, BLOOMFIELD, VINEBERG & GOODMAN 
Barristers and Solicitors 


464 St. John Street - - - - - Montreal 1, Que. 


STIKEMAN & ELLIOTT 
Barristers and Solicitors 
505 Bank of Canada Building - - - Montreal 1, Que. 


PRATTE, TREMBLAY & DECHENE 
Barristers and Solicitors 


100 Place dYouville, Suite 200 - - - Quebec, P.Q. 
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MacPHERSON, LESLIE & TYERMAN 
Barristers and Solicitors 
2236 Albert Street - - - - - + Regina, Sask. 


LIFE INSURANCE 


MERTON DURANT — ROSS DURANT, C.L.U. 


We offer service based on many years of successful experience. 
Pension Plans, Estates Analysis, Employee Benefit Plans 


THE CANADA LIFE ASSURANCE COMPANY, 330 UNIVERSITY AVE., TORONTO 


JAMES B. RUSSEL, B.A., B.Com., C.LU. 
Estate Planning 


SUN LIFE OF CANADA, 200 UNIVERSITY AVE., TORONTO 1 


ELDER, DONALDSON & CROFTS 


CREATIVE ESTATE ANALYSIS BUSINESS LIFE INSURANCE EMPLOYEE BENEFITS 
BUSINESS VALUATIONS — GEO. OVENS, C.P.A. 


Licensed with The London Life Insurance Company 
Chartered Life Underwriters 55 Yonce Street, TORONTO, ONT. 


J. MILTON BROWN — J. ROGER FLUMERFELT 


Chartered Life Underwriters 
GROUP BENEFITS BUSINESS INSURANCE ESTATE PLANNING 


LONDON LIFE INSURANCE COMPANY 
200 Sr. Jamzs St. West MonrTazaL, Qusz. 


SAMUEL LITWIN, C.L.U. 


Estate and Business Insurance Analyst 
SUN LIFE OF CANADA 
Sun Lirg Burpinc MOontTREAL, Que. 
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SOLE UNDERWRITERS OF 
Professional Group Loss of Income Plans 


For 


The Institute of Chartered Accountants of Ontario 


The Academies of Medicine of Hamilton, Ottawa and Toronto 


The Associations of Professional Engineers of Alberta, Britisn 


Columbia, Ontario and Quebec 


The Bars of Montreal and Vancouver, and the Law Association 


of York County 


and over 100 other professional Associations throughout Canada 


Continental Casualty Company 


ASSOCIATION GROUP DIVISION 


Head Office of Canada: 160 Bloor St. E., Toronto 


How does Accounts 
Receivable Financing work? 


The cost for the loan is slightly higher 
than the interest rate charged by the bank, 
our charge being 7% per annum. Our 
profit is made from a small service charge 
of from 1% to 214% per invoice, charged 
only once (and not each month as some 
people think), that is made when the 
receivables are discounted. 


We set no limit on our loans. Our 
advances are made accordingly to their 


sales. The more they sell, the more money 


the firm needs to operate. Funds are 
available immediately as goods are 
shipped. 


No contracts are signed obligating the 
firm to discount all their receivables for 
any period of time with us. 


Nor do we ask that they assign all their 
accounts to us. The firm may wish to keep 
certain accounts, who do not wish to be 
factored, for themselves. 


_ We advance 75% - 90% on the 
invoices. These advances are usually made 


on a weekly basis but can be done 
more frequently if desired. 


The difference, which we call reserves, 
is paid back when the account is paid. 


Advances on every acceptable schedule 
of invoices will be paid the same day 
we receive the schedule. 


Last year the total volume of factoring 
and accounts receivable financing in the 
United States reached $11-billion. Non- 
Bank Financing evidently works. The 
costs are ally offset by increased sales; 
and increases profits through having 
proper inventories and modern plant and 
equipment made possible by our funds. 


INTER-PROVINCIAL COMMERCIAL 
DISCOUNT CORPORATION LIMITED 
1541 Davenport Road, 

Toronto 4, Ontario, LE. 6-1115 





BURNING 
THE 
MIDNIGHT 
OIL? 


Overtime in accounting can be 
reduced to a minimum with the 
aid of the IBM Service Bureau, 
where your payroll, invoicing, 
sales and stock records and other 
accounting procedures can 

be done for you with speed and 
complete accuracy. 


At the IBM Service Bureau 

you get the benefit of IBM data 
processing equipment, IBM 
methods planning and IBM 
specialists ...and you pay ona 
job or time basis. The price is 
quoted in advance. There is no 
capital expenditure ... overtime 
is eliminated. 


Call the IBM Service Bureau and a representative will 
discuss your requirements. You can have routine accounting 
done, special jobs or call on the Bureau in emergencies. 


I B M SERVICE BUREAU 


Service Bureaux located in principal cities across Canada. 








